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Founded in 1965, CRA International is a leading worldwide economics, finance, and

management consulting services firm that works with businesses, law firms,

accounting firms, and governments to provide a wide range of services. CRA

combines economic and financial analysis with expertise in litigation and regulation

support, as well as business strategy and performance improvement. CRA is

distinguished by a corporate philosophy of providing responsive, top-quality

consulting; an interdisciplinary team approach; unsurpassed economic, financial, and

other analytic skills; and pragmatic business insights. Headguartered in Boston, the

firm has more than a dozen offices within the United States and nine offices in

Canada, Europe, the Middle East, and the Asia Pacific region. Please visit the

Company’s Web site at www.crai.com.
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Frankdin M. Fisher, Chairmman Emeritus

SALUTING A LEADER

Iinvite you to join me in giving special thanks to Professor Franklin M. Fisher. Frank has been associated with
CRA since its inception in 1965 and has been a Board member since 1967. During his 40-year tenure, he has
come to embody the heart and soul of our organization. Although his announcement to retire as Vice Chairman
of the Board is bittersweet, he will remain actively involved with CRA as our Chairman Emeritus.

Frank is one of those rare individuals who has a significant positive impact on nearly everything he touches.

In 1967, he began his career at CRA as a Consultant and Director. From 1997 to 2002, Frank served as the
Chairman of the Board of Directors. In 2002, he became the Vice Chairman. His contributions to the growth
and mission of our organization have been many. Frank has been a leading force in CRA's development into the
highly regarded and diversified firm it is today.

Frank’s expertise in economics is second to none, as evidenced by his academic accomplishments and work
in advising clients. He was a Professor of Economics at Massachusetts Institute of Technology for 44 years,
retiring as the Jane Berkowitz Carlton and Dennis William Carlton Professor of Microeconomics, a title which
he still holds with Emeritus status. He is a Fellow of the American Academy of Arts and Sciences and a Director
with the National Bureau of Economic Research. He was a recipient of the prestigious John Bates Clark Award
of the American Economic Association, and a former President of the Econometric Society, the leading
international society of econometrics and mathematical eccnomic theory. He is the author or senicr coauthor
of 17 books and well over 150 scholarly articles on industrial organization, econometrics, and economic theory.
His work has examined fundamental issues such as identification in simultaneous equations, the existence of
aggregate production functions, and the economic theory of price indices. His pioneering work in the area of
microeconomic disequilibriurm is summarized in his book entitled Disequiibrium Foundations of Equiibrium
Economics.

In 2001, Frank received an honorary doctorate from the Hebrew University of Jerusalem, in part for his work

on the Water Economics Project, a joint effort by Israelis, Jordanians, Palestinians, Dutch, and Americans, that
seeks solutions to water resource allocation problems in the Middle East. His recent work on water is presented
in his recently coauthored book, Liguid Assets: An Econormic Approach for Water Managerment and Conflict
Resoalution in the Middle East and Beyond.




Frank has also been a leader in the use of rigorous economic analysis and quantitative methods in the context
of legal proceedings, and has codified his approach in such bocks as Folded, Spindled, and Mutilated: Ecorormic
Analysis and U.S. vs. IBM and Industrial Organization, Economics, and the Law. His work on behalf of clients has
included engagements in precedent-setting U.S. cases such as iBM, Microsoft, and Visa/MasterCard, among
many others. Additionally, he has worked on litigation matters in other countries, most recently testifying in
Australia’s largest antitrust case to date.

Frank has been equally passionate about his civic and charitable work. He currently chairs both the Water
Economics Project and Americans for Peace Now. He served on the Board of Governars of Tel Aviv University
and is a past president of the New Israel Fund. He has also served as a Board Member of The Academic
College of Tel-Aviv—Yaffo.

Frank’s contributions have been vast and many. We look forward to continuing to benefit from his wise counsel
and active involverment as Chairman Emeritus. It is with the utmost respect and deepest gratitude that we give
our thanks, and salute him for being a mode! leader within our organization and throughout the world.
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Rowland T. Moriarty
Chairman of the Board
CRA International, Inc.
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To OUR SHAREHOLDERS:

Fiscal 2006 marked another year of record financial results and exceptional operational performance for CRA.
Once again, we achieved our strategic growth cbjectives. We continued expanding and strengthening our core
service offerings, adding renowned industry experts to our raster of tep-notch consuliants, and building on our
core practices in Europe to broaden CRAs presence worldwide.

As a result of these Initiatives, revenue for fiscal 2006 increased 18 percent to $350 million from $295 million in
fiscal 2005:

s |jtigation-related practice revenues grew by nearly 30 percent from fiscal 2005 as a result of continued
strong growth in our core litigation consulting areas: Competition, Finance, Intellectual Property, Transfer
Pricing, and Forensic Accounting and Computing litigation.

* Business consulting practice revenues increased by nearly 10 percent. Double-digit percentage revenue
increases in Chemicals and Petroleum, Pharmaceuticals, and Aerospace and Defense were offset partially
by a revenue decrease in cur Energy and Environment practice.

¢ International revenues grew by 46 percent and represented 24 percent of CRAS total revenue, up
from 19 percent in fiscal 2005, This increase in business reflected stronger demand for our Chemicals
and Petroleum practice, largely in the Middle East, and expansion of cur London-based practices,
primarily Forensic Accounting and Competition litigation work, which continued to drive growth in Europe.

Operating income for fiscal 2006 grew 8.5 percent to $48 milion. Net income was $27.4 million, a 12 percent
increase from $24.6 miilion in 2005. Earnings per diluied share grew to $2.24 in fiscal 2006 from $2.13 in fiscal
2005. Included in operating income, net income, and earnings per share was $4.5 million, $3.3 miflion, and 27
cents, respectively, of stock-based compensation expense due to the adoption of SFAS No. 123R in fiscal 2006.

Net cash from operations for fiscal 2006 grew 13 percent to $47 million. Reflecting CRA’s continued strong
liquidity position, we had cash and cash equivalents of approximately $132 million and net working capital of
$160 million at the end of fiscal 2006, compared with $115 million and $148 million, respectively, at the end of
fiscal 2005.

CRA’s top- and bottom-line growth for fiscal 2006 reflects the continued success of our blended strategy
of combining organic growth with strategic acquisitions. In May 2006, we completed our acquisition of The
Ballentine Barbera Group (BBG), a consutting firm based in Washington, D.C., that specializes in providing
transfer pricing services. With the addition of BBG's 35 billable staff, we believe that CRA is now positioned
to become the recognized leader in transfer pricing consulting services—a rapidly growing area of our
litigation practice.




We continued to experience significant contributions from a broad range of our practice areas in fiscal 2006.
Qur Finance practice had another exceptional year, delivering revenue growth of more than 25 percent. Qur
Finance practice worked on several mutual fund cases in the United States and Canada, analyzing damages
due to market timing, late trading, broker execution of trades, and other business practices. CRA consultanis
also provided expert valuation advice in connection with a disputed merger in the retail distribution industry.

Our Competition practice revenue was up more than 15 percent for the year, as we continued to advise on
major cases around the globe. in the United States, CRA assisted The Walt Disney Company in connection
with its acquisition of Pixar Animation. We advised Alcatel and LLucent in connection with their proposed merger,
and we have also been advising Ortho regarding its antitrust case against Amgen.

Fiscal 2006 was an active year for our Competition practice outside the United States. In Eurcpe, we assisted
Boots, the largest drugstore chain in the United Kingdom, in gaining regulatory approval for its acquisition of
Alliance Unichem, a European distributor of healthcare and pharmaceutical products. We also advised Inco
both on the Eurcpean and the U.S. side of its proposed Falconbridge acquisition.

Consultants in our Competition practice advised in a number of cases in the Asia Pacific region. We assisted
Telstra in its appeal to the Australian Competition Tribunal on issues related to access pricing. We also assisted
Quantas in connection with a dispute involving pricing negoetiations with the Sydney airport.

During the fourth quarter of fiscal 2006, CRA was retained for a number of sizeable Forensic Accounting
projects, several consisting of significant international arbitration matters that tend to be very complex. We are
involved in some of the most significant Bilateral Investment Treaty matters being arbitrated around the globe
and are advising on a number of other complex financial disputes.

CRA's Transfer Pricing practice benefited from the addition of BBG staff in fiscal 2006. We worked with a
number of major clients, providing economic analysis and documentation. We have been involved with a
number of high-profile and/or complex cases, including filing an expert witness report for GlaxoSmithKline in
its IRS transfer price dispute and advising a major automotive firm regarding its dispute with the Naticnal Tax
Administration of Japan and the Australian Tax Office.

Our Intellectual Property practice was involved in a number of significant projects that required assessing
damages in patent, trademark, and trade secret litigation in an array of indusiries. We were retained to value
certain patents held by clients and have continued to assist others with transactions related to intellectual
property assets. Specific Intellectual Property client work we can disclose included work for Sprint Nextel
Corp. in connection with a patent infringement lawsuit involving GPS technology. We also provided testimony
in a patent infingement case against Micrescft and Autodesk, Inc., which resulted in a successfu! verdict for
our client.

Our business consulting practices saw increased revenues due to the success of our Chemicals and Petroleun
and Pharmaceuticals practices. Chemicals and Petroleum saw significant growth in revenues from projects in
the Middle East. We worked on a number business strategy assignments in Saudi Arabia, Jordan, Bahrain, and
Kuwait, In the United States, CRA provided expert testimony in support of ConocoPhillips Alaska regarding the
‘potential impact on Alaska of proposed increases in oil and gas taxes.




For a large international integrated oil and gas company, our Chemicals and Petroleum practice reviewed
corporaie strategy to develop an understanding of the client’s existing portfolio, to furnish insight into the
competitive landscape, and to provide recommendations for differentiation and growth. In the Middle East,
CRA assisted a major resource-rich government in implementing an industrialization strategy in order to meet
the client's national objectives cf industrial diversification and the creation of sustainable employment.

Revenue growth in the Pharmaceuticals practice was fueled by new projects related to the launches of new
pharmaceuticals, the evolving world of specialty pharmaceuticals and biclogics, and policy studies regarding
global access to pharmaceuticals. Revenue growth in litigation projects was driven by patent infringsment,
international transfer pricing, and pharmaceutical pricing work,

In cur Energy and Environment practice, revenues were adversely affected by the completion of two large utility
merger projects as well as the decline in CRA's involverment in major bankrupicy cases. However, we have saen
an increase in work relating to assessing how future climate change regulations will affect energy companies.
We have also seen an increase in CRA's auction work. One of these projects involved designing the rules and
implermenting an Internet auction of a virtual 200 MW coal-fired power plant. CRA was also central in the design
of resource adequacy markets in the New England and Mid-Atlantic regions and provided substantial and
ongoing strategic support services to electric utilities in those markets.

In May 2006, CRA's NeuCo subsidiary completed its acquisition of Pegasus Technologies. As a result of this
transaction, CRA is no longer the majority owner of NeuCo, and we will not be consolidating NeuCa's full
results on our financial statements going forward, NeuCo’s contribution to CRA's financials will now appear
as equity method invastrment gain or loss, net of tax on our bottom line, reflecting CRA's 36.4 percent stake
in the company.

In July 2008, our Board of Directors authorized a multivear share repurchase program of up to a total of
500,000 shares of our common stock. The primary purpose of the repurchase plan is 1o cffset the dilutive
impact of stock options and restricted stock grants that have been or may be granted to employees,
independent directors, and nocnemployee consukants. For the full year, CRA repurchased approximately
243,000 shares for approximately $12 milion.

CRA extended its $30 million revolving line of credit facility to April 30, 2009. The line of credit mitigates

any potential liquidity risk; provides funding, if required, in the event of a conversion by holders of convertible
debentures; and allows us to continue to classify up to $30 milion of our debentures as long term rather than
short term.

Chief among CRA's fiscal 2008 operational hignlights was the expansion of cur management team with the
appointment of six newly created executive officer positions. Fred Baird, formerly head of Europe and the
Middle East, was appointed Chief Corporate Development Officer, and Wayne Mackie, our Chief Financial
Officer, was appointed an Executive Vice President. Arnie Lowenstein, formerly Group Vice President,

Business Consulting, was appcinted Chief Strategy Officer. In addition, we created a new platform structure
that commenced cperations at the beginning of fiscal 2007 and appointed three new platform leaders. Paul
Maleh, Monica Noether, and Greg Bell are leading the Finance, Litigation and Applied Economics, and Strategy
and Business Consulting platforms, respectively,



Each of these officers will work with me as members of a senior management committee. We believe this will
help accelerate our growth going forward by supporting more effective and efficient operational management,
by improving firm governance, and by fostering a stronger common culture and a clearer focus on developing
our next generation of leaders and officers. As we lock to continue the expansion of our international operations
in 2007, we will be consclidating our three locations in L.endon into one new office location—a move we expect
to facilitate growth and have a positive effect on our London operations.

| would like to pay special tribute to Frank Fisher, who will become Chairman Emeritus of CRA. Frank will
continue to be active both at the Board level and as a consultant, and we will continue to benefit from his
intellectual and business leadership. | have worked with Frank for forty years at CRA, and | am grateful for all
that he has done for CRA and for my personal career. Frank was responsible for the establishment and growth
of the CRA litigation practice, beginning with his retention as the economic expert for IBM's antitrust cases in
the 1970s. As a Board member for CRA from its earliest years, Frank was active in guiding CRA's growth from
its inception in 1964 in Cambridge, Massachusetts, o the diversified, multinational enterprise that it is today.

We believe the fundamental trends in the global market favor our business model. Our reputation as the top
provider within our various fields of expertise continues to expand, and we see ongoing strong demand for
the specialized services CRA provides. We owe our continued success to the dedication and support of our
exceptional staff, our valued clients, and our Board of Directors. We anticipate continued success in 2007
and look forward to remaining the partner of choice for our clients.

Sincerely,

o ¢ Beinry

James C. Burrows
President and Chief Executive Officer
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‘PART I
Item 1—Business '
Forward-Looking Stateme'nts‘_ ‘

Except for historical facts, the statements in this annual report are forward-looking statements.
Forward-looking statements are merely our current predictions of future events. These statements are
inherently uncertain, and actual events could differ materially from our predictions. Important factors
that could cause actual events to vary from our predictions include those discussed in this annual report
under the heading “Risk Factors.” We assume-no obligation to update our forward-looking statements.
to reflect new information or developments. We urge readers to review carefully the risk factors
described in this annual report and in' the other documents that we file with the Securities and
E_)Echange Commission. You can read these documents at www.sec.gov.

Additional A_vailabll:_e 'Infm;mati‘on ‘

Qur principal internet address is www.crai.,com, Our website provides a link to a third-party
website through which our annual, quarterly and current reports, and amendments to those reports, are
available free of charge We believe these repons are made available as soon as reasonably practicable
after we electronically file them with, or furnish them to, the SEC. We do not maintain or provide any
information dlrectly to the third-party website,’ and we' do not check its accuracy.

. Our WebSIIC also mcludes information about our corporate governance practices. The Investor.
Relations page, of our website provides a link to a web page where you can obtain a copy of our code
. of ethics applicable to our principal executive officer, principal financial officer, and principal
accounting officer. '

.

Introduction

- We are a worldwide leading economic, financial, and management consulting services firm that
applies advanced analytlc techniques and in-depth mdustry knowledge to complex engagements fora
. broad range ‘of cliesits. Founded in 1965, we work wnth .businesses, law firms, accountmg firms, and
governments in prov1d1ng orlgmal authoritative advice and a “wide range of services around the world.
"~ We combine economlc and, f1nanc1al analysis with expertlse in lmgatlon and régulatory support, business
strategy and planmng, m?rket and demand forecasting, policy analySIs and engineering and technology
strategy. We are often retamed in high-stakes matters, such as multlbllhon dollar mergers and
acquisitions, new product 1ntroductlogs major strategy and capital investment decisions, and complex
litigation, the outcomes of which often have significant consequences. for the parties involved. These
matters often require independent ana]y51s and as a result companies muist rely on outside experts.
Companies turn to us because we caniprovide large teams of highly credentlaled and experienced
economlc and finance experts to address complex high- stakes matters

" We offer consulting services in two broad areas: legal regulatory, and financial consulting and
business consultmg, which exc]udmg revenues generated by our NeuCo subsidiary prior to
deconsohdatlon represented approx1mately 99% of our consolidated revenues in fiscal 2006. We
prov1de our sérvices primarily through our hlghly credentialed and expenenced staff of employee
consultants. As of November 25, 2006, we employed 733 consultants, including approximately 150 ‘
employee consultants with doctorates and approximately 249 employee consultants with other advanced
degrees. Our employee consultants have backgrounds in a wide rang'e of disciplines, including '
economlcs business, corporate finance, materials sciences, and engineering. We are extremely selective
in our hiring. of consultants, recruiting from leading universitics, industry, and government. Many of our
employee consultants are nationally or internationally recogmzed as experts in their respective fields
-and have published scho]arly articles, lectured extensively, and" have been quoted in the press. To
enhance the expertise we provide to our clients, we maintain close working relationships with a select
group of renowned academic.and industry non-employeé experts.




.

.management practices. ngatlon and ‘Applied Economics. includes the _competition,: intellectual .. "

. property and other assets, assessment of competltors actions, and analysis of new sources of supply

“countries; ‘publicrand pr1vate ut111t1es and nétional and’ 1nternat10nal tradé“assaciations. Our clients

husmess in fiscal 2006, approximately 90% of our revenues resulted from elther ongomg engagements

On October-25, 2006, we announced that we will be operatmg under three platforms as- of
December 1, 2006: (i) finance, (ii} litigation and applied economics, and (iii) strategy and busmess S
consultmg Finance includes the valuation and accounting, financial markets, insurance, ‘and risk

property, trade, and transfer pr1c1ng practices. Strategy and Business Consultmg includes the capital .
projects,.chemicals and petroleum, energy and environment, pharmaceutlcals and transportat1on -and
aerospace/defense practices. - NS A S

Our busmess is diversified across multlple dimensions, mcludlng service offermgs vértical industry
coverage, areas of functional expertlse client base, and geography. Through 23 offices located around .
the world, we provide multiple services across 13 areas of funct1onal expertise.to hundreds of clients -
across 12.vertical, industries. We believe th1s diversification reduces our dependence on any partlcular
market, mdustry, or geographic area. . s

In our legal, regulatory, and financial consulting practice, we work with law firms and busmesses .
involved in lltlganon and regulatory proceedmgs providing expert advice on hrghly technical issues,
such ‘as the conipetitive éffects of mergers and acquisitions, antitrust issues, calculations of damages
measurement of market share and market concentration, l1ab1llty analysis in- securltres fraud:cases, and
the impact of increased regulation. This business is driven primarily by regulatory changes and -
high-stakes legal proceedings, Wthh typlcally are not hlghly correlated with the” busmess cycle T

In our business consulting practlce we use our expert1se in- economics, flnance and busmess
analy51s to offer,our clients such services'as strategy. development, performance 1mprovement corporate
portfolio analy51s estimation of market’ demand new product pricing. strategles -valuation of intellectual

‘Qur analytlcal expertise in advanced economic and fmanc1al methods is complemented by our ©
in-depth expertise. in specific industries, including aerospace and defense chemicals and petroleum
electric power and other energy/environmental industries, financial services, healthcare, materials and
manufacturmg, medla 011 and: gas,. pharmaceutlcals sports, telecornmumcatlons and transportation.

We have completed thousands of engagements for clients around the world lncludlng domestic
and forelgn companies; federal, state, and local domestic government agencres governments of foreign

come from a broad range of mdustrles, ‘w1th our top ten clients i ll’l “fiscal: 2006 accountlng for
approximately 19%. of our revenues. and no srngle client’ accountmg for’ more than 5% of ‘our revenues.
We also work with many. of the world’s leading law firms. We éxperience a hlgh level of repeat

or new engagements for exrsnng chents

We deliver our services through a global network of 23 coordmated OfflCCS located domestlcally in
Boston and Cambridge, Massachusetts; Chicago, Tllinois; New York, New York; College Station,” Dallas
and Houston, Texas; Oakland, Palo. Alto and Pasadena, California; Atlanta, Georgia; Phlladelphla
Pennsylvanla Salt Lake City, Utah and Washmgton D.C,, and internationally.in- Brussels, Belgrum
Manama, Bahrain, Hong Kong, Chrna London United Kingdom; Melbourne, Canberra and Sydney,
Australia; Toronto, Canada and Wellrngton New Zealand In f1scal 2006 we closed our Memco C1ty,‘
Mexrco office. L R _ -

[y .';
ER

: Industry 0verv1ew _ ; .

Busmesses are operating in an increasingly complex envrronment chhnology has provided .* .
companies with almost instantaneous access to a wide range. of ;internal information, such .as’ supply .
costs, inventory-values, and sales and prrcmg data as well as- external information, such-as market
demand forecasts and custoiner buymg patterns. The Internet has’ changed tradjtional distribution, . -
channels, thereby eliminating barriers to entry in many industries and spurrmg new competition. At the
same time, markets are becoming: mereasmgly global, offering compames the-opportunity to expand
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, . .

their presence throughout the world and exposing them toincreased-competition ‘and-the uncertainties
of foreign operations Many industries are consolidating as companies pursue mergers and acquisitions
in response to an increase in competitive pressurés and to expand. their market opportunmes in
addition, companies are increasingly relying on technologlcal and business innovations to improve
efficiency, thus increasing the importance of strategically analyzing their businesses and developing and
protecting new technology As a result of this.increasingly competitive and complex business
environment, companies must constantly gather, analyze and use available information to enhance their
business strategles and operational efficiencies. :

- The increasing complexity and changing nature of the business environment are also forcing
governments to modify their regulatory strategies. For example, industries such as healthcare are
subject to frequently changing regulations, and other industries, such as telecommunications and
electric power, have been significantly impacted by deregulation. Similarly, numerous high-profile
corporate misdeeds led to the passage of the Sarbanes-Oxley Act of 2002, which significantly enhanced
the financial disclosure requirements applicable to public companies. These constant changes in the
regulatory environment have led to frequent litigation and interaction with government agencies as
compames attempt to interpret and react to the implications of this changing environment.
Furthermore, as the general business and regulatory environment becomes more complex, corporate
litigation has also become more compllcated protracted, expensive, and important to the parties
involved.

As a result, companies are increasingly relying on:sophisticated economic and financial analysis to
solve complex problems and improve decision:making. Economic and financial models provide the tools
necessary to analyze a variety of issues confrontlng businesses, such._ as mterpretatlon of sales data,
effects of price changes, valuation of assets,. assessment of competitors’ actwltles evaluation of new
products and analysis of supply limitations: Governments are.also relying, to an ‘increasing extent, on
economic and finance theory to measure the effects of antlcompctltlve activity, evaluate mergers and
acquisitions, change regulations, 1mplement auctions to allocate resources, and estabhsh transfer pricing
rules. Finally, litigants and law firms.are using economic and fmance theory to help determiné llab1llty
and to. calculate damages in complex and high- -stakes l|t1gat10n As the need for complex economic and
financial analysis becomes more widespread, we believe that. compames "and governments are turning to
outsnde consultants for access to the spec1allzed expertlse experlence and prestlge that are not
avallable to them internally.

Lastly, the marketplace has become more global over:time, resultmg in consultmg firms expanding
overseas to continue to address the expanding needs of clients and to prov1de more SOphlSllcaled
solutions to complex issues that cross global boundaries.

Competltlve Strengths

Since 1965, we have been committed to providing sophisticated consultmg services to our clients.
We believe that the followmg factors have been critical.to our success.

Srrong Reputation for Htgh Quality Consultmg, Htgh Level of Repeat Business. For more than
40 years, we have been a leader in providing sophisticated economic analysis and original, authoritative
advice to clients involved in complex litigation and regulatory proceedings. As a result, we believe we
have established a strong reputation among leading law. firms ‘and business clients as a preferred source
of expertise in éconemics, finance, business, and strategy consulting, as evidenced by our high level of
repeat business and significant referrals from existing clients. In fiscal 2006, approximately 90% of our -
revenues resulted from ongoing engagements and new engagements for existing clients. In addition, we
believe our significant name recognition, which we developed as a result of our work on many
_ high-profile litigation and regulatory engagements, has enhanced the development of our business
consultlng practice, '

Hzghly Educated, Expenenced and Versatile Consultmg Sta}j‘ We believe our most important asset
is our base of employee consultants, particularly our senior consultants. Of our 733 employee
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‘consultants as of November 25, 2006,.504 were either vice presidents; principals, associate principals,
senior associates, or consulting associates, the.great majority of whom have a doctorate or other -
advanced degree. Many of these senior employe€ consultants are nationally or internationally.
recognized.as _experts’ in their respective fields. In addition to their expertise in a partlcular field, most
of our employee consultants are able to apply their 'skills across numerous practice ‘aress. Thls ﬂexnblllty
in staffmg engagemems is critical to our abrhty to'apply our resources as needed to meet the demands
of our clients. As a result, we seck to-hire consultants who not only have strong analytrcal skrlls but-
who are also creative, mtellectually curlous and drwen to develop expertise in new practlce'areas and’
1ndustr1es
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Global Presence. We deliver our services through a global network of 23 coordinated offices, .
including 14 domestic and 9 international offices. Qur international offices are in Brussels, Manama,
Hong Kong, London, Melbourne, Canberra, Sydney, Toronto, and Wellington. Many of our. clients-are.
. multi-national firms with issues that cross international boundaries, and we believe our global presence .
provides us with a competitive advantage to address complex issues that span countries and continents.
Our global presence also gives us access. to many of the leading experts around the world on.a vanety
of i issues, allowing us to expand our knowledge base and areas of functional expertise.

D:verszﬁea‘ Business. Our business is diversified across rnulnple dimensions, including service «
offerings; vertical industry coverage, areas of expertlse client base, and geography. Through 23 offices
located around the world, we provide multiple services across 13 areas of functional expertise to
hundreds. of clients across.12 vertical industries. By maintaining expertise in multiple industries,. we are -
able'to offer clients creative and pragmatic advice tailored to their specific markets. By offermg clients”
both legal, regulatory, and financial consultmg services and business consulting services, we are able to.
satisfy an-array. of client needs ranging from expert testimony for complex lawsuits to designing global..
businiess strategies. Thls broad range of- expertlse enables us to take an mterdrsapllnary approachtor
certain engagements, Comblmng econom1sts and experts in one area-with specialists in other disciplines.
We believe this diversification reduces our dependence on any particular market, industry, or
geographic area. Furthermore, our legal regulatory, -and financial consulting business is driven primarily
by regulatory changes and h1gh-stakes legal proceedings, which typically occur without regard to the
business cycle Our diversity also enhances our expertise and the range of issues that we' can address‘on

behalf of our clients. ' ¢ '

Integrated Business. We manage our business on an integrated basis through our global network
of 23 offices’and 13 areas of functional expertise. Each of our practice areas operates and'is managedu
across geographlc borders and has representative officers and other consultants in:several of our
offices. We view these cross-border practices as integral to our success ‘and key-to our management -
approach. Our practices cross-staff exterisively and share consulting approaches technical data and’
analysis, research, and marketing_ strategles across borders. When we acquire. companies, our practice is
to rap1dly 1ntegrate systems, procedures .and people into our business model. In addition to sharing our
intellectual property assets globally, we encourage geographic collaboration among our practlces by
including a consultant’s overall contr1butron to our practrces as a factor in determining a consultant s
annual bonus.”

PR

Dwerszﬁed Cl:ent Base. We have completed thousands of engagements for clients i in a broad range
of industries around the world. In fiscal 2006, our top ten clients accounted for approximately 19% of
our revenues, with no single client accounting for more than 5% of our revenues. Our clients include
- major firms in: computers and telecommunications; media, entertainment, and professional sport
leagues; transp(')rtation ‘pharmaceuticals; chemicals, oil, and gas; electric utilities, environment, and..

" other energies; materials.and manufacturing; aerospace and defense; foods and other consumer goods
investment banking;-public accountmg and other professional services; and retailing.

.-

) Estézblishéd Corporare Culture.  Qur success has resulted in part from our established corporate '
culture. We believe we attract consultants because of our more' than 40-year history, our strong
reputatlon ‘the credentials, experience, and reputation of our employee consultants, the opportunity to




work on an array of matters with a broad group of renowned non-employee experts, and our collegtal
atmosphere. We believe our corporate culture also contributes to our ability to successfully integrate
our acquisitions. P :

Access to Leading Academic and Industry Experts. To enhance the expertise,we provide to our
chents we maintain close working relationships with a select group of non-employee experts. N
Dependmg on cllent needs we use non-employee experts for their specialized expertise, assistance in
conceptual problem solving, and expert witness testimony. We work regularly with renowned professors
at such institutions as Cornell Umver51ty, Georgetown University, Harvard University, the
Massachusetts Institute of Technology, Stanford University, Texas A&M University, the University of
California at Berkeley, the University of California at Los Angeles, the University of Toronto, the
University of Virginia, and other leading universities. These experts also generate business for us and.
provide us access to other leading academic and industry experts. By establishing affiliations with these
prestigious experts, we further enhance our reputation as a leading source of sophisticated economic.
and financial analysis. We have exclusive relationships with 45 non-employee experts and non-exclusive
relationships with numerous addltronal experts.

Demonstrated Success with Acquxsmons. Smce fiscal 1998, we have made 12 acquisitions. These
acquisitions have contributed to our growth in revenues, number of consultants, geographic presence,
vertical industry coverage, and areas’ of functional expertise. In each case, we have been able to . -
infegrate these acquisitions into our culture’ and retain the key consultants, in part because of our . . .
systematic .approdch to the integration of acqurred businesses. We devote substantial effort to ensuring
that acquired consultants understand our compensation system and have expectations and incentives
similar to those of our existing consultants. We make efforts to place acqu1red consultants appropriately
within'our management hierarchy, and we regularly appoint acquired consultants to internal committees
to provide meaningful participation in the management of our business. We also promote the S
integrated staffing of new engagements so that existing and acquired consultants begin to work together
as a team. We believe our success with acquisitions is a key competitive advantage that will allow us to
pursue additional acquisitions to expand the breadth and scope of services we provide.

Services ..

Historically, we have offered services in two broad areas: legal, regulatory, and financial consulting
and business consulting. Engagements in our two service arcas often involve similar areas of expertise
and address. related issues, and-it is.common for our. consultants to work on engagements in both.
service areas. Together, these two service areas comprised approximately 99% of our consolidated
revenues in fiscal 2006; the remaining consolidated revenues, approximately 1%, came from our NeuCo
subsidiary prior to deconsolidation.

Effective December 1, 2006, we started operating under three platforms: (i) finance, (ii) litigation
and applied ‘economics, and (iii) strategy and business consulting. Finance includes the valuation and
accounting, financial markets, insurance, and risk management practices. Litigation and Applied
Economics inclides the competition, intellectual property, trade, and transfer pricing practices. Strategy
and Business Consulting includes the capital projects, chemicals and. petroleum, energy and
environment, pharmaceuticals, and transportation and aerospace/defense practices.

Legal, Regulatory, and Financial Consulting

In our legal, regulatory, and financial consulting practice, we usually work closely with law firms on
behalf of one or more companies involved in litigation. or regulatory proceedmgs Many of the lawsuits
and regulatory proceedings in which we are involved are high-stakes matters, such as obtaining
regulatory approval of a pending merger or analyzing possiblé damages awards in a securities fraud
case. The ability to formulate and communicate effectively powerful economic and financial arguments
to courts and regulatory agencies is often critical to a successful outcome in litigation and regulatory
proceedings. Through our highly educated and experienced consultmg staff, we apply advanced analytic
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techniques in economics and finance to complex engagements for a diverse group of clients. Our
consultants work with law firms to assist in developing the theory of the case, preparing the testimony .
- of expert witnesses, and preparing for the cross-examination of adverse witnesses. We also provide or
"identify. expert witnesses from among our employees and from among our non-employee experts and
others in academla In addition, our consultants provide general lrtlgatlon support mcludmg revrewmg
' Iegal bnefs and asmstmg in the appeals process. o : :

‘The followmg is a summary of the areas of functional expertrse that we offer in legal regulatory,

:and fmanc1al consulting engagements

-

Areas of lﬁunctinnal Expertise . :.". o Description of Services )
Antltrust T Expert testimony and analysis to support law firms and their clients
FRUL e e involved -in antitrust litigation. Areas of expertrse include coliusion, price

TR srgnalmg, monopolrzatlon tyrng, exclusronary conduct, resale price
ol maintenance, predatory pricing, and price, discrimination.

Mergers & -Acquisitions. . . Ecénomic- analysis to assist clients in obtaining domestic and foreign

et e regulatory approvals in proceedings | before government agencies,.such.as .
: the U:S.-Federal Trade Commission, the U.S. Department of Justice, the.
N : Merger Task, Force.at the European Commission, and the.Canadian =
e Competltlon Bureau ‘Analysés mclude srmulatrng the effects of mergers on
‘ -~ . prices, estlmatlng demand elastlcmes designing and adn‘unlsterlng '
e ; - . . customer and consumer surveys and studymg poss1ble acqu1s1tlon-related
e _synergies. .. _ . - o

FihancefSeeu_rities..f. R Valuatrons of busmesses products rntellectual property, contracts, and
RN TR securities. Expert testimony. on yaluation theory. Risk assessment for ',~ ‘
el : -derivative securities. Computatlons of damages and liability analysis in-
EET securities fraud cases. : . S : .
Intellectual Property ..... Consultmg and expert testimony‘in patent, trademark, copyright trade

secret; and unfair competition disputes..Services-include valuing property
rights and ‘estimating lost proﬁts reasonable royalties, unjust enrichment,
and pre]udgment interest.” :
Damages & Valuation . . . . Calculation of damages and crlthutng opposing estrmates of damages in
' ot complex commercial litigation such as product liability. Analyses of specific
S ' economic attributes, such as price-and sales volume, using expertise in -
' applied 'microeconomics and ‘econometrics.

Environment .......... Expert testimony and consulting for environmental disputes in litigation
o proceedtngs and before government agencies. Services include determining
responsibility for cleanups estimating damages for spills, disposals, and
other environmental injuries; performing regulatory cost-benefit analysis;
and developing innovative compllance technrques such as emissions
tradmg

Forensic Accounting &
Computing .. ... PN Expert testimony and consulting for financial disputes. Services include the
' ' estimation of damages arising in significant corporate disputes, the:
pI’OVlSlOﬂ of expert accounting testimony and evidence, and the
mvestlgauon of large-scale corporate fraud, including the securing,
searching; recovery, and analysis of digital data to assist in the resolution
of disputes.and the reconstruction of recovered accountmg systems and
tracing of transactions through accounting systems to determine their true
nature.




Areas of Functional Expertise . . Description of Services .

Transfer Pricing . ....... Expert testimony and-analysis to support law firms and their clients’
involved in issues relating totax valuation, transfer pricing, business -
purpose, economic characterization, and statistically valid sampling -
estimation. Services include assistance in all phases of the tax cycle, from
planning and compliance’ through alternative dispute resolution or
litigation in proceedings involving the Internal Revenue Service, the Tax
Division of the U.S. Department of Justice, state and municipal tax
authorities, and foreign tax entities.

International Trade . . . . .. Expert testimony and consulting in mtematlonal trade dlsputes Expertlse
includes antidumping, countervailing duty-examinations, and other disputes
involving a wide range of industries and numerous countries.

Business Consulting

In our busmess consultmg practlce we typrcally provrde services directly to companies seekmg
assistance with strateglc issues that require ‘expert economic, financial, or business analysis. Many of
these matters involve “mission-critical” decrslons for clients, who often need strategic and”
implementation support for major business’transactions or- transformanons We applya highly
analytical, quantitative, and focused approach to help’ companies analyze and respond to market forces
and competitive pressures that affect their- businesses." We offer analytical advice in areas such as
shareholder value and business portfolio analysis, asset and liability valuation, competitive strategy and

_new. product pricing, performance improvement, organizational design, change management, technology

strategy, and asset auctions. Applying our in-depth krnowledge of specific industries, we are' able to
provide insightful, value-added advice to our clients. Our business consulting projects are staffed with'
experienced senior- consultants who use a collaboratlve team approach to offer clients pracucal and
creative advice by challenging conventional approaches and generally avoiding predetermined solutions
or methodologies. :

The followmg is a summary of the areas of functlonal expertise’ that we offer in business consulting
engagements. :

Areas of Functional Expertise Description of Services

Business Strategy ....... Advising clients on investment opportunities, cost-reduction programs,
turnaround strategies, risk management, capital investments, due
diligence investigations, valuations, -performance improvement, and
pricing strategies. Conducting shareholder value and business portfolio

) analyses. Assessment of the strategic and financial fit of acquisition
candidates. Investment analyses include assessment of competitive
advantages, efficiencies, and antitrust implications of acquisitions.

Finance/Valuation . . . . ... Valuing businesses, products, intellectual property, contracts, and
: - securities. Assessing risk fot’ derivative securities, testing of forward price
" curves, and marking- to-market for fair valuation.

Market Analysis . . ... ... Advising clients on product introductions. and positioning, pricing
o - strategies, competitive threats and probable market reactions to proposed
actions. Analyses include identifying and understanding market trends,
measuring market size, estimating supply and demand balances, analyzing
procurement strategies, designing ‘auctions or advising bidders, and
evaluating the impact of government regulations.




Areas of Functional Expertise Description of Services

Intellectual Property &
Technology Strategy . . . . Assmtmg chents in managing mdustnal technologles from assessment
oo through implementation, mcludmg analysis of the development process
W . for products and services. Assessing the.commercialization of new ;.
. B " technologies by quantifying the costs and benefits of obtammg and ;| ..
T B : implementing new technology. Conducting competitive analyses through
: ' statistical comparisons of key factors, such as raw materials costs and.
productlwty -Analyzing how to maximize value from lntellectual property
portfolios. . . |,
Industry Expertise _ _ .
We believe our ability to combine expertise in advanced economic and financial methods with’
-in-depth knowledge of particular industries is one of our key competitive strengths. By maintaining
- expertise-in certain industries, we provide clients' practical advice tailored to their specific markets,. Tl'us
. Industry expertlse whtch we developed over deeades of providing sophisticated consulting serv1ces to, a
diverse group of clients i in many lndustnes differentiates us from many of our competitors. We believe
that we have developed a strong reputatlon and substantial. name recognition within specific industries,
which has lead to repeat business and new engagements from clients in those markets. While we,
provide services to clients in a wide variety of industries, we have particular expertise in the follomng
industries: ) ‘ S TLSTIN TR S

. Aerospace and defense - _ ! . .
- Chemlcals and petroleum " ' ' -

* Electiic power and other energy/environmental industries .
' o -, {

. F:nancnal serv:ces

:, . Healthcare

ot Sy st

" Materials and manufact\'xring'_ . : . .
¢ Media * i : = L
* Oil and gas - S o »
. Pharrpaceoticals '

.* Sports < ' }
A o . N
* Telecommunications :

_ *“Transportation ' ‘- ‘ _ .

Clients - . 0 |

We have completed thousands of engagements for clients around the world, including’ doméstic ™"
and foreign corporations; federal, state, and local domestic government agencies; governments.of
forelgn ‘countries; public and private utilities; and national and international trade associations. Very
frequently, we work with major law flrms who approdch us on behalf of their own clients. While we
have particular expertise in a number. of industries, we provide services to a d1verse group of clients in
a broad range of industries. No single client accounted for more than 5% of our revenues in, fiscal
2006. Our policy is to keep the identities of our clients confidential unless our work for the client is - .
already publicly disclosed. See Note 13 of our Consolidated Financial Statements for a breakdown of
our revenue by geographic region.




Investment in NeuCo

We owned 49.7% and 51.0% of the equity of NeuCo, Inc. as of November 26, 2005, and
November 27, 2004, respectively. ITn May 2006, NeuCo completed the -acquisition of Ohio-based Pegasus
Techiioldgies; Inc, a majority-owned subsidiary of Rio Tinto America Services Company. As a result of
the transaction, Pegasus equity holders recéived an equity interest inNeuCo equal to 26.5% of the
outstanding conimon stock and consequently our interest in NeuCo has been reduced to 36.4% as of
November 25,/2006. As such, during the third quarter of fiscal 2006, we began accounting for our
remaining ifivestment in NeuCo under the equity method of ‘accounting. Prior to NeuCo’s-acquisition
" of Pegasus and the resulting reduction of our interest in NeuCo, NeuCo’s financial results had been
consolidated with ours. Prior to deconsolidation, NeuCo achieved revenues of approximately
$3.0 million and a net loss of approximately $280,000 in the first two quarters of fiscal 2006. In fiscal
2005 and 2004, NeuCo generated $9.0 million and $8.4 million, respectively, in,revenues. In fiscal 200
and 2004, NeuCo’s net income was $114,000 and $753,000, respectively. , : S

'NeuCo develops and markets a family of neural network software tools and 'qom'plemehtary '

- application consulting services that are currently focused on electric utilities. Although NeuCo had its
origins in‘otie of our consulting engagements, it is primarily a software company that .operates -
independently from our consulting business. NeuCo’s products and services are designed to.help
utilities optimize the use of their power plants by improving heat rate, reducing emissions, overcoming '
operating constraints, and increasing output capability. : '

Human Resources

On November 25, 2006, we had 994 employees, including 733 employee consultants, comprising .
172 vice presidents, 332 other senior employee consultants (either principals, associate principals, senior
associates, or consulting associates) and 229 junior consultants (either associates, analysts, or staff), as
well as 261 administrative staff members.-Vice presidents and principals generally work closely with
clients, supervise junior consultants, provide expert testimony on occasion, and seek to generate
business for CRA. Principals, associate principals, senior associates, and consulting associates typically
serve as project managers and handle complex research assignments. Consulting associates, associates,
and analysts gather and analyze data sets and complete statistical programming and library research.

We derive most of our revenues directly from the services provided by our ‘employec consultants.
Our employee consultants were responsible ‘féft"s'pcurihg-engagements that accounted for approximately
87% of our total revenues in fiscal 2006 and 79% of our total revenues in fiscal 2005, excluding
reimbursable expenses. Qur top five employee’ consultants generated approximately 18% and 14% of
our total revenues in fiscal 2006 and in fiscal 2005, respectively, excluding reimbursable expenses. Our
employee consultants have backgrounds in many disciplines, including economics, business, corporate
finance, accounting, materials sciences, and-engineering. Most of our senior employee consultants, -
consisting of vice presidents, principals, associate principals, senior associates, and consulting associates,
have either a doctorate or another advanced degree in addition to substantial management, technical,
or industry expertise. Of our total senior employee cqnsuliing staff of 504 as of November 25, 2006,
approximately 148 have doctorates, and approximately 231 have other advanced degrees. We believe
our financial results and reputation are directly related to the-number and quality of our employee
consultants. f . . .

We are highly selective in our hiring of consultants; recruiting primarily from leading universities,
industry, and government. We believe consultants choosé to work for us'because of our strong _
reputation; the credentials, experience, and reputation of ‘our consultants; the opportunity to work on a’
diverse range of matters and with renowned non-employee experts; and our collegial atmosphere. We
use a decentralized, team hiring approach. We have a selective group of leading universities and degree
programs from‘which we recruit candidates. ' S :

Our training and career development program for our ‘employee consultants focuses on three’
areas: supervision, seminars, and scheduled courses. This program is designed to complement




on-the-job experience and an employee’s pursuit of his or her own career development. New employee
consultants parttCtpate in a structured program in which they are partnered with an assigned mentor. .
Through our ongoing seminar program outside speakers make presentations and. conduct discussions
with ;our employee consultants on varrous topics. In addition, employee consultants are expected to
present papers, discuss s1gn1f|cant pl‘OjeCtS and cases, or outline new analytical techniques or marketmg
opportunities periodicaily at in-house seminars, We also provnde scheduled courses desngned to improve
an employee s professional skills, such as presentation and sales and marketing techniques. We also
encourage our employee consultants to pursue thelr academlc interests by writing articles for economlc
and other ]ournals

¥

Most of our vice presidents have signed non—sohatanon agreements which generally prohlblt the
employee from-5oliciting our clients or soliciting and/or hiring our employees for one year or longer
following termination of the person’s employment with CRA. In addition, many of the stock options we
have issued since 2004 contain a provision that they may only be exercised upon the execution of a
non- eompetttlon agreement. We ‘seek to altgn each vice preSldent s interest with our overall interests
and most of our vice presrdents have an equity mterest in us

- We mamtam a dlscret10nary bonus program through which we grant performance- baSed bonuses to
-our officers and other employees. The Compensation Committee of our Board of Directors, in its * -
discretion; determines the bonuses to be granted to our officers, and our chief executive officer,:in his
“discretion, determmes the bonuses to be granted to our other employees, based on recommendations of
the various committees supervising the employees’ work. We will submit to our shareholders a new
-performance -based plan for executive officers that will allow us-to deduct certain’ compensation paid to
executive oft‘rcers that would not- otherwise be deductlble under Sect1on 162(m) of the Internal Revenue
Code.

‘In addition, we work closely with a select group of non-employee experts from leading universities
and industry, who supplement the work of our employee consultants and generate business for us. Tn .
each of fiscal 2006 and 2005, six of our exclusive' non-employee experts were responsible for securing
engagements that accounted for approxtmately 7% and 13% of our revenues in those years, excluding
fees charged to the engagement by the non-employee expert and reimbursable expenses. We believe
these experts choose’ to work with us because of the interesting and challengmg nature of our work, the
opportunity to work wnth our quahty orlented consultants, and the financially rewarding nature of the
work. Forty-five.non- employee experts, generally compnsmg the more active of those with whom we
work, have entered into non- competltlon agreements of varymg ]engths with us as of November 25,
2006. . ‘ . :

Marketmg C o ‘ S _ O

We rely to a significant extent on the efforts of our employee consultants, partncularly our vice »
presrdents «and principals, to market our services, We encourage our émployee consultants to génerate
new business from both existing and new ‘clients, and we reward our employee consultants with ™
increased compensation and_promotions for obtaining new business.. In pursuing new business, our
consultants eniphasize ‘our institutional reputation and experience, while also promoting the expertise of
the particular employees who will work on the matter. Many ‘of our consultants have published articles
in industry, business, economic, Iegal and scientific journals, and have made ‘speeches and presentations
at industry conferences and seminars, which serve as a means of attractmg new business and enhancmg
‘their reputations. On occasion, employee consultants work with one-or more non-cmployee experts to
market our services.

We supplement the personal marketmg efforts of our employee consultants with frrm-vvlde ’
initiatives. We rely primarily on our reputation and client referrals for new business and-undertake
traditional marketing activities. We regularly organize seminars for existing and potential clients
featuring panel members that include our consultants, non-employee experts, and leading government
officials. We have an extensive set of brochures organized around our service areas, which describes our
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experience and capabilities. We also provide information about CRA on our corporate Web site. We
distribute publications to existing and potential clients highlighting emerging trends and noteworthy
engagements. Because existing clients are an important source of repeat business and referrals, we
communicate regularly with our existing clients to keep them informed of developments that affect
their markets and industries. '

In our legal, regulatory, and financial consulting practice, we derive much of our new business
from referrals by existing clients. We have ‘worked with leading law firms across the country and believe
we have developed a reputation. among law firms as a preferred source of sophisticated economic
advice for litigation and regulatory work. For our business consulting practice, we also rely on referrals
from existing clients, but supplement referrals with a significant amount of direct marketing to new
clients through conferences, seminars, publications, presentations, and direct solicitations.

A few years ago, wé'bfimmcnqéd a corporate branding initiative. The purpose.of the initiative was
to establish a unified corporate look and ensure that.our corporate materials reflected our image and
reinforced our business strategy. Our goal was to articulate our value proposition more effectively to
the marketplace and produce a more consistent “look and feel” for our corporate collateral materials.
As part of this initiative, in May 2005, we changed our name from Charles River Associates
Incorporated to CRA International, Inc. The name change-reflects our global presence in the
economic, financial and management consulting industry."We expect our corporate branding initiative
to continue, including the integration of our recently acquired-practices, offices and consultants.

. It is important to us that we conduct business ethically and in accordance with industry standards
and our own rigorous professional standards. We carefully consider the pursuit of each specific market,
client,.and engagement, Before we accept a new client or engagement, we determine whether a conflict
of interest exists by circulating a client development report among our senior staff and by checking our
internal client database. If we accept an engagement where a.potential conflict could arise, we take
steps to separate the employee consultants working on other matters that could conflict with the new
engagement in an effort to prevent the exchange of confidential information.

Competition

The market for economic and business consulting services is intensely competitive, highly
fragmented, and subject to rapid-change. In general; there are few barriers to entry into our markets,
and we expect to face additional competition from new entrants into the economic and business
* consulting industries. In the legal, regulatory, and financial consulting market, we compete primarily
with other economic consulting firms and individual academics. We believe the principal competitive
factors in this market are reputation, analytical ability, industry expertise, size, and service. In the
business consulting market, we compete primarily with other business and management consulting
firms, specialized or industry-specific consulting firms, the consulting practices of large accounting firms,
and the internal professional resources of existing and potential clients. We believe the principal
competitive factors in this market are reputation, industry expertise, analytical ability, service, and price.

Item 1A—Risk Factors -

Our operations are subject to a number of risks. You should carefully read and consider the
following risk factors, togéther with all other.information in this report, in evaluating our, business. If
any of these risks, or any risks not presently known to us or that we.currently believe are not
significant, develops info an actual event, then our business, financial condition, and results of
operations could be adversely affected. If that happens, the market price of our commen stock could
decline, and you may lose all or part of your investment.
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We depend upon key employees to generate revenue

Our business consists primarily of the delivery of professional services, and accordingly, our success
depends heavily on the efforts, abilities, business generanon capabilities, and project execution '
capabilities of our employe€ consultants. In’ particular, our employee consultants’ personal relatronshlps
with our clients are a critical element in obtaining and maintaining.client engagements. If we lose the
services of :any employee consuitant or. if our employee.consultants. fail to generate business or . -
otherwise fail to perform effectively, that loss or failure could adversely affect our revenues.and results
of operations. Qur employee consultants generated engagements that accounted for approximately 87%
of our revenues in fiscal 2006 and approximately 79% in fiscal 2005, excluding reimbursable expenses.
Our top five employee consultants generated- approximately 18% and 14% of our revenues in fiscal .
2006 and in fiscal 2005, respectively, excluding reimbursable expenses. We do'not have non-compete
agreements with the majority of our employee consultants, and they can terminate their relationships
with us at will and without notice. The non-competition and non- sollc1tat|0n agreements that we have
with some of our employee consultants offer us only limited proteetron and may not be enforceable in
every. ]urlsd1ct10n -

L e

We depend on our non- employee experts o

We depend on our relatlonshlps wrth our exclusive non-employee experts In fiscal 2006 and fiscal
2005, six of. our exclusive non-employee.experts generated engagements that accounted for
approximately 7% and 13% of our revenues in those years, respectively, excluding fees charged to the
engagement by the non- employee expert and reimbursable expenses. We believe that these® experts are -
highly regarded in their fields and that each offers a combination of knowledge experience, and
expertise that would be very difficult to replace We also believe that we have been able to secure some
engagements and attract Consultants in part because we could offer the services of theése. experts ‘Most
of these experts can limit their relatlonshlps with us at any timé for any reason. These reasons eould
include affiliations with universities with pollmes that proh1b1t accepting SpEleled engagements the’
pursuit of other interests, and renrement

As of November 25, 2006, we had non-competition agreements with 45 of our non-employee - -
experts. The limitation or termination of any of their relationships with us, or competition:from any,of .
them after these agreements expire, could harm our reputation, réduce our business opportunities and .
adversely affect our revenues and results of operatlons . I

To meet our long-term growth targets, we need to establish ongoing relationships wi{ﬁ"édditfor’r’zi_l '
non-employee experts who have reputations as leading experts in their fields. We may be unable to
establish relationships with any additional non-employee experts. In'addition, any relat10nsh1p that we
do establish may not help us meet our Ob_]ecthCS or. generate the revenues or earnings that we
anttcnpate ! "N oy . P

atat ul

Our failure to manage growth successfully’ could adversely affect our revenues and results’ of
operatlons ‘ &t
Any failure on our part to manage growth successfully could adversely affect our revenpeswﬁn;c‘l; i‘::
results of operations. Over the last several years, we-have continued to open offices in new geographic
areas, including foreign locations, and to expand our employee base as a result of internal growth and
acquisitions, including our recent acquisitions of BBG, ECL,Lee & Allen, NECG TCA, and InteCap.
We expect’ that this trend will continue over the long term. Opening and managmg new offices often
requires’ extensive management supervision and increases our overall selhng, general, and admmlstr?twe
expenses. Expansion creates new and increased management, consulting, and training responsnbrhnes
for our employee consultants. Expansion also increases the demands on our internal systems,
procedures,’ and controls, and on our managerlal administrative, financial, marketing, and other

resources. We depend heavily upon the managerial, operational, and administrative skills of:our-.’:
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officers, particularly James C. Burrows, our President-and Chief. Executive Officer, t0 manage our - - -
expansion. New responsibilities and demands may adversely affect the:overall quality of our work. -

.

QOur entry ilito_new lines of business could adversely affect our results of operations c

. - B . : TL-a
. If we attempt to develop new practice areas or lines of business outside our core ec()po’mic"and '
business consulting services, those efforts could harm our results of operations. Our efforts in new
practice areas or new lines of business involve inherent risks, including risks associated with,
inexperience and competition from mature participamg in the markets we enter. Qur inexperience in "~
these new practice areas or lines of business may result in costly decisions that could harm our
business. ’ '

Clients can terminate engagements with us at any time

" Mahy of our engagements depend upon disputes, proceedings, or transactions that involve our
clients. Our cliénts may decide at any time to seek to resolve the dispute or proceeding, abandon the
transaction, or file for bankruptcy. Our engagements can therefore terminate suddenly and without
advance notice to us. If an engagement is terminated unexpectedly, our employee consultants working
on the engagement could be underutilized until we assign themto.other projects. In addition, because
much of our work is project-based rather than recurring in nature, our consultsi'nts"utilization depends
on our ability to secure additional engagements on a continual basis. Accordingly, the termination or
significant reduction in the scope of a single large engagement could reduce our utilization and have an
immediate adverse impact on our revenues and results of operations.

We depend on our antitrust and mergers and acquisitions consulting business

We derived approximately 27% of our revenues in fiscal 2006, 28% of our revenues in fiscal 2005,
and 25% of our revenues in fiscal 2004 from engagéments in our antitrust and mergers and acquisitions
practice areas. Any substantial reduction in the number or size of our engagements in these practice
areas could adversely affect our revenues and results of operations. We derived significant revenues
from engagements relating to enforcement of U.S. antitrust laws. Changes in federal antitrust laws,
changes in judicial interpretations of these laws, or less vigorous enforcement of these laws as a result
of changes.in political appointments or priorities or for other reasons could sub_stantiallj( reduce our
revenues from engagements in this area. In addition, adverse changes in general economic conditions,
particularly conditions influencing the merger and acquisition activity of larger companies, could
advé'r'éély' ‘affect engagements in which we assist clients in proceedings before the U.S. Department: of
Justice and the U.S. Federal Trade Commission. An economic slowdown may have an adverse cffect on
mergers and acquisitions activity, which would reduce the number and scope of our engagements in this
practice area. Any Such downturn would adversely affect our revenues and resulits of ‘operations.

We derive our revenues from a limited number of large engagements

We derive a portion of our revenues from a limited number-of large engagements. If we do not
obtaiir)lrail gig‘l}liitggant number of new large engagements each year, our. business, financial condition, and
results 'of Gperations could suffer. Our ten largest engagements accounted for approximately 14% of
our revenues in fiscal 2006, 12% in fiscal 2005, and 17% in fiscal 2004. Our ten largest clients
accounted for approximately 19%, 20%, and 23% of our revenues in those years, respectively. In
general, the volume of work we perform for any particular client varies from year to year, and due to
the specific engagement nature of our practice, a major client in one year may not hire us in the
folloit yéa, |

Our bus_ine'ss"c.ould suffer if we are unable to hire additional qualified consultants as employees

Our business continually requires us to-hire highly qualified, highly educated consultants as
employees. Our failure to recruit and retain a significant number of qualified employee consultants
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could limit our abrlrty to accept.or complete engagements and adversely affect our revenues and results

of operatlons Relatwely few: potennal employees meet our hiring criteria, and we face significant

' competltlon for these employees from our direct competitors, academic institutions, government

~ and business l'ISkS mcludmg

agencies, research firms, investment - bankmg firms, and other enterprises. Many of these competing

-employers are able to offer potenual employees significantly greater compensation-and benefits or

more attractive hfestyle choices, career_paths, or geographic locations than we can, Competition for
these employee consultants has incieased our labor costs, and a continuation of this trend could
adversely affect _our r_nargms and,results of operations.

s

Acqursmons may drsrupt our operatlons or adversely affect our results

"We regularly evaluate opportunmes to acquire other businesses. The expenses we incur evaluating
and pursumg acquisitions could adversely affect our results of operations. If we acquire a business, such
as our recent acquisitions of BBG, ECL, Lee & Allen, NECG, TCA, and InteCap, we may be unable
to manage it profatably or successfully integrate its operations with our own. Moreover, we may be
unable to realize the financial, operatxonal and other benefits we anticipate from these acquisitions or
any other acqursmon Many potentral acquisition targets do not meet our criteria, and for those that

. do; we: face s1gn1f1cant competltlon for'these acquisitions from our dlrect competitors, private equity

funds, and other’ enterpnses Competrtlon for future acquisition opportumtles in our markets could
mcrease the price we pay. for busmesses we acquire and could reduce the number of potential
acqulsmon targets Further acqursrtlons may involve a number of specral fmancral and business rrsks
such as: Ry . -,
. charges related to any potent1al acquisition from Wthh we may withdraw;

_" drversron of our management s nme attention, and resources;

. decreased utlhzanon durrng the integration process;’

g loss of key acqurred personnel a

-..o\

) + increased casts to improve or coordmate managerial, operational, f1nanc1al and administrative
systems rncludmg compllance w1th the Sarbanes-Oxley Act of 2002;

. drlutlve 1ssuances of equity securmes, including convertible debt securlties;
* the assumpnon of legal hablhnes
,".._;amortlzatlon of acqurred mtanglble assets;
. Ce potentral wrtte offs related to, the 1mpa1rment of goodwill;
P dlffrcu]tles -in 1ntegratmg dwerse corporate cultures; and

.. addltlonal confhcts of mterests

Our mtematmnal operatrons create speclal risks

" We: may: contmue our 1nternatronal expansron and our mtemauonal revenues may account for an
increasing pornon “of dur revenues in the future Our international operations carry special fmanclal

. greater drfflcultres in managmg and staffmg foreign operations;

cultural dlfferences that result in lower utilization; .
. currency fluctuatlons that adversely affect our financial position and operating results;
. unexpected changes rn tradmg pohmes regulatory requirements, tariffs, and other barriérs;

. greater dlffrcultres in collectmg accounts receivable;
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. longer sales cycles;

» restrictions on the repatrlatlon of earnmgs

. or-

potentially adverse tax consequences, such as trapped foreign losses;

* less stable political and economic environments; and _
» civil disturbances or other catastrophic events that reduce business activity.

We conduct a portion of our business in the Middle East. At times, the ongoing terrorist.activity
and mllltary and other conflicts in the region have significantly interrupted our business operations in
that region and have slowed the flow of new opportunities and proposals, which ultimately have
adversely affected our revenues and results of operations,

If our international revenues continue to increase relative to our total revenues, these factors could
‘have a more pronounced effect on our operating Tesults. :

Our debt obligations may adversely impact our financial performance

In June and July of 2004, we issued a total of $90.0 million of 2.875% convertible senior
subordinated debentures due 2034. We had previously operated with little -or no debt, and our previous
payments of interest had not been material. The interest we are required to pay on these. debentures
reduces our net income each year and will continue to do so until the debentures are no longer
outstanding. The terms of the debentures also include provisions that could accelerate our obligation to
repay all amounts outstandmg under the debentures if certain events happen, such as our failure to pay
interest in a timely manner, failure to pay principal upon redemptlon or repurchase failure to deliver
cash, shares of commeon stock, or other property upon conversion and other specified events of default.
In addition, on June 15, 2011, June 15, 2014, June. 15, 2019, June 15, 2024 and June 15,:2029, or
following specifiedfundamental changes, holders of the debentures may require us to repurchase their
debentures for cash. On December-14, 2004, we irrevocably elected to settle with cash 100% of the -
principal amount of the debentures upon conversion thereof, and holders of the debentures may
convert them if our stock prlce exceeds $50 per share for at teast 20 out of 30 consecutive trading days
ending on the last trading day of the preceding fiscal quarter. On November 16, 2006, the last reported
sales price of our common stock was greater than $50 per share for the twenticth day in the thirty
consecutive trading day period ending on-the last day of our fourth fiscal quarter. Because of this
occurrence, holders of the debentures may convert them' during our first’ f1scal quarter ending on
February 16, 2007. On February 2, 2007, the: Yast reported sales price of our common stock was greater

than $50 per share for the twentieth day in the thirty consecutive trading day period ending on the last-

day of our first quarter of fiscal 2007. Because of this occurrence, holders of the debentures may
convert them during our second fiscal quarter ending on May 11; 2007: This test is repeated each fiscal
quarter. To date, no conversions have occurred. On June 20, 2005, we amended our loan agreement
with our bank to increase the-éxisting line of credit from $40 million to $90 million to mitigate the
potential liquidity risk, and to provide funding if required, in the event of conversion by the debenture
holders. We intend to use the amounts available under our bank line of credit; in the event debenture
holders exercise their rights to convert. The degree to Wthh we ‘are leveraged could adversely affect
our ability to obtain further financing for working capital, acquisitions or other purposes and could
make us more vulnerable to industry downturns and competitive pressures. '

Our clients may be unable to pay us for our services

Our clients include some compames that may from time to t1me encounter fmanc1al dlfflCllltleS If
a client’s financial difficulties become’ severe, the client may be unw1llmg or unable to pay our invoices
in the ordinary course of business, which could adversely affect collections of both our accounts
receivable and unbilled services. On occasion, some of our, clients have entered bankruptcy, which-has,
prevented us from collecting amounts owed to us. The, bankmptcy of a client with a substantial account
receivable could have a material adverse cffect on our financial condition and results of operations. A

i
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small number of clients who have paid sizable invoices later declared bankruptcy, and a court -
determination that we wetre not properly entitled to that payment may require repayment of some or
all of the amount we reeelved which could adversely affect our financial condition and results of
operations, S - . : -

Fluctuattons in our quarterly revenues and results of operatmns could depress the market prtce of our
common stock

At

We may experience significant fluctuations in our revenues’ and results of operations from one
quarter to the next. If our revenues or net income in‘a quarter or our gu1dance for future periods fall
below the expectations of securities analysts or investors, the market price of our common stock could -
fall significantly. Our results of operations.in any quarter canfluctuate for many-reasons, including:

"’ the number of weeks in our fiscal quarter;
* the number scope, and'timing of ongoing client ‘engagements;

* the extent to which we can rea551gn our employee consultants efﬁcrently from oné engagement
to the next;

-

* he extent to which our employee consultants take holtday, vacation, and sick trme
-:;- . employee hiring; '

. the extent of fees d:scounttng Or cost overruns; P
. ﬂuctuanons related to our investment in NeuCo, Inc., including charges for . _. |

other-than temporary declines in the fair value of our investment in NeuCo; I

. ﬂuctuattons in our provision for income taxes due to changes in income arising in various tax
- jurlSdICthI‘lS valuation allowances ‘non-deductible expenses, and changes in esnmates for tax
' contingencies; . - . :

* severe weather conditions and other factors affecting employee productivity; and
. eollectibility‘of‘ receivables and unbilled work in process.” Copwerorma

Because we generate the majortty of our revenues from consulting services that we prowde on an
hourly fee basis, our revenues in any period arc dlrectly related to'the number of our employee .' _
consultants, theirbilling rates, and the number of blllable hours they work in that period.'We have'a’
limited ability to increase any of thesé factors in the short term. Accordingly, if we underutilize our -
consultants durmg one part of a fiscal period, we may be unable to compensate by augmenting
revenues durmg another part of that period. In addition, we are occasionally unable to utilize fully any
additional consultants that we “hire, partlcularly in the quarter in which we hire them. Moreover, a
significant majority of our operatmg expenses, primarily office rent and. salaries, are fixed 1n the short
term. As a result, if our revenues fail to meet our projections in any quarter,.that could have'a
disproportionate adverse effect on our net income. For these reasons, we believe our hlstoncal results ,
of operations are not necessanly mdlcatwe of our future performance s L "

do Ly A

We' enter mto fixed- prlce engagements

We derrve a portion of our revenues from fixed-price contracts. These contracts are more common
in our busmess consultmg practice, and would likely grow in number with any expansion of that

- . practice. If we fail to estimate aceurateiy the resources required for a fixed-price project or}fatl to.

satisfy our contractual obligations in a manner consistent with the project budget, we mlght generate a’
smaller profit or incur a 1oss on the pro]ect On occasion, we have had to commit unanticipated
additional resources to complete pl’O]eCtS and we may have to take similar actton in the future, which N

could adversely affect’ our revenues and results of operattons . .
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Potential conflicts of interests may preclude us from accepting some engagements

We provide our services primarily in connection with significant or complex transactlons disputes,
or other matters that are usually adversarial or that ifvolve sensitive client information. Our
engagement by a client may preclude us from accepting engagements with the client’s competitors or
adversarles because of conflicts between their business interests or positions on disputed issues or other
reasons. Accordingly, the nature of our business limits the number of both potential clients and
potential engagements. Our recent acquisitions of BBG, ECL, Lee' & Allen, NECG, TCA, and lnteCap
have significantly expanded our client base, which may increase the frequency with which-we encounter
conflicts of interest. Moreover, in many ‘industiies in which we provide consulting services, such as in .
the telecommunications industry, there has been a continuing trénd toward business consolidations and -
strategic alliances. These consolidations and alliances reduce the number of potential clients for our
services and increase the chances that we will be unable to continue some of our ongoing engagements
or accept new engagements as a result of conflicts of interests.

‘.

Mamtalmng our professional reputation lS cruclal to our future success

Our ablllty to secure new engagements and hire quallfled consultants as employees depends hea\nly
on our overall reputation as well as the individual reputations of our employee consultants and
principal non-employee experts. Because we obtain a majority of our new engagements from existing
clients or from referrals by those clients, any client that is dissatisfied with our performance on a single
matter could seriously impair our ability to secure new engagements. Given the frequently high-profile
nature of the matters on which we work, any factor that diminishes our-reputation or the reputations of
any of our employee consultants.or non-employee experts could:make it substantially more difficult for
us to compete successfully for both new engagements and qualified consultants.

SO N T . .
Competition from other economic and business consulting firms could hurt.our business

The market for economic and business consulting services is intensely competitive, highly
fragmented, and subject to rapid change. We ‘may be unable to compete successfully with our existing
competitors or with any new competitors. In genéral, theré are few barriers to entry into our markets,
and we expect to face additional competition from new entrants into the economic and business
consulting industries. In the legal, regulatory, and- financial consulting market, we compete primarily
with other economlc and financial consulting firms and individual academics. In the business consulting
market, we, compete primarily with other business and’ management consulting firms, specialized or
mdusuy spec1f|c consulting firms, the consuiting practices of large accounting firms, and the internal
professiofial resources of existing and potential clients. Many of our competitors have national or
international reputations as well as significantly greater personnel, financial, managerial, technical, and
marketing resources than we do, which could enhance their ability to respond more quickly to
technologlcal changes, finance acquisitions, and fund mternal growth. Some of our competitors also
have"a sngruflcantly broader geographic presence than .we do.

'

Our engagements may result in professional llablllty

Our services typically involve difficult analytical a551gnments and carry risks of professional and
other liability. Many of our engagements involve matters that could have a severe impact on the client’s
business, cause the client to lose significant amounts of money, or prevent the client from pursuing
desirable business opportunities. Accordingly, if a client is dissatisfied with our performance, the client .

could threaten or bring litigation in order to recover damages or to contest its obligation to pay our,
fees. L1t1gat10n alleging that we performed negligently or otherwise breached our obligations to the
client could expose us to significant llabllllles and tarmsh our reputation.
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We could incur substantial costs. protecting our proprletary rights from infringement or defending
against a clalm of mfrmgement , .

Asa professwnal services organization, we rely on non- competmon and non-solicitation
agreements with many of ‘our employees and non-employee experts to protect our proprietary business
interests. Thesé agreements, however, may offér us only limifed protection and may not be enforceable
in every jurisdiction. In addition, we may incur substantial costs tlymg to enforce these agreements.

Our services may involve the development of custom busmess processes ot soluttons for specific
clients. In some cases, the clients retain ownérship or impose restrictions on our ability to use the
business processes or solutions developed from these projects. Issues relating to the ownership of
business processes or solutions can be complicated, and disputes could arise that affect our ability to
resell or reuse business processes or solutlons we develop for clients.

~In recent years, there has been significant litigation in-the.U.S. involving patents and other
intellectual property rights. We could incur substantial costs’in prosecuting or defending any intellectual
property litigation, which could adversely affect our operating results and financial condltlon

Despite our cfforts to protect our proprietary rights, unauthorlzed parties may attempt to obtain
and use information that we regard as proprietary. Litigation may be necessary in the future to enforce
our proprietary rights, to protect our trade secrets, to determine the validity and scope of the - -
proprietary Tights of others or to defend agdinst claims of infringement or invalidity. Any such resulting
litigation could result in substantial costs and diversion of ‘resources and could adversely affect our
business, operating results and financial condition. Any failure by us to protect our proprletary rlghts
could adversely affect our business, operatlng results and financial condition. .

Our reported earmngs per share may be more volatlle because of the accounting standards, rules, and
regulations as they relate to our convertible senior subordinated debentures :

Holders of our 2.875% convertlble senior subordinated debentures due 2034 may convert the
debentures only under certain circumstances, including certain stock price-related conversion
contingenci¢s. As further described in-Note 10 to our consolidated financial statements, we determme
the effect of the debentures on earnings per share under the treasury stock method of accounting. The
treasury stock method of accounting allows-us to report dilution only when our average stock price per
share for the reporting period exceeds the $40 conversion price and only to the extent of the additional
shares we may be required to issue in the event our conversion obligation exceeds the principal amount
of the debentures converted. Accordingly, volatility in our stock price could cause volatility in our
reported diluted earnings per share. : : B

The market price of our common stock may be volatile

The market price of our common stock has fluctuated widely and may:fc‘ohtinue to do so. For’
example, from November 27, 2005, to November 25, 2006, the trading price of our common stock
ranged from.a high of $52.77 per-share to a low of $41.50 per share. Many factors could cause the
market price of our common stock to rise and fall. Some of these factors are:

e variations in our quarterly res'ults of operations;
» the hiring or departure of key personnel or non-employee experts
* changes in qur professmnal reputation;
* the introduction of new services by us or our competitors;
* ‘acquisitions or strategic alliances involving us or our competitors;

« changes in accounting principles or methods, such as SFAS No. 123R and FASB Interpretation
No. 47;




"1 ' , - - ’ 1 '.‘:‘

4r

« changes in éstimates of o'ur performahcfe or recommendations by -'éecﬁrities-anélysts; SRS
*' future sales of shares of common stock in lhe pubhc market; and
« market conditions in the mdustry and the economy as a whole.

Iy In addition, the stock market often experlences significant price and volume fluctuations. These
: fluctuations are often unrelated to the operatmg performance of pamcular companies. These broad-
.  market fluctuations may adversely affect the market price of our common stock. When the market
© .- price of a company’s stock drops 51gn1f|cantly, shareholders often institute securities class action
litigation against that company. Any litigation against us could cause us to incur “substantial costs, divert
the time and attention of our managemem and other resources, or otherw'lse harm our business.

Our charter and by-laws and Massachusetts law may deter takeovers

Our amended and restated articles of organization and amended and restated by-laws and
_ "Massachusetts law contain provisions that could have anti- takeover effects.and that could discourage,
- delay, or prevent a change in control or an acquisition that our shareholders and debenture holders
may find attractive. These provisions may also discourage proxy contests and make it more difficult for
our shareholders to take some corporate actions, including the election of directors. These provisions
could limit the price that investors might be willing to pay for shares of our common stock. : '
Item 1B—Unresolved Staff Comments

Not applicable. :

Item 2—Properties

In the aggregate, as of November 25, 2006, we lease approximately 369,000 square feet of office
space in locations around the world. Of this total -we have subleased to other companies approximately
32,000 square feet of our OffICC space. :

All of our offices are electronlcally lmked and have access to our core-consulting tools. We believe
our existing facilities are adequate to meet our current requirements and that suntable space will be
available as needed.

Item 3—Legal Proceedings

None, ‘ .

Item 4—Submission of Matters to a Vote of Security Holdérs

No matters were submitted to a vote of our shareholders during the fourth quallter of fiscal 2006.
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PART 11

Item 5-—Market Jor Registrant’s Common Equ:t_v, Related Shareholder Matters and Issuer Purchases of
Eqmty Securities

Market Information.. We first offéred our common stock to the public on ‘April 23, 1998. Our
common stock is traded on the NASDAQ Global Select Market under the symbol CRAL The foilowmg
table’ provides the ‘high and low sales pnces of our common stock as reported on the NASDAQ
Nanonal Market or NASDAQ Global Se]ect Market, as appllcable for the periods indicated.

Flscal Year Ended Nuvember 26, 2005 T C e igh_ _Li
November 28, 2004 to February 18,2005 ................... e $48.48  $40.50
-February 19, 2005 to May 13, 2005% 5 .o $54.71 - 841.55
May 14, 2005 to September 2 2005 . - $58.47 $45.25
September 3; 2005 to November 26,2005 . .0 .. ... urinneneen... $51.10  $40:23 .
Fiscal Year Ended November 25, 2006 ' High  Low
November 27,:2005 to February 17,2006 .. ........................ $51.80 $43.47
February 18, 2006 to May 12, 2006 . . .« «+ v oo oo $52.77 $44.89
May 13, 2006 to September 1, 2006 ... ... ... . $49.00 $41.50

~ September 2, 2006 to November 25,2006 . . .......... ... ... ... .... $52.48 ‘$44 11

Shareholders. We had approxnmately 106 holders of record of our common stock as of February 6,
2007. This number does rot include shareholders for whom shares were held in a “nominge” or,
stre¢t name. ‘ T

Dividends. We have not paid any cash dividends in the past and we do not an[icipafel payi'ng' :any '
cash dividends in the foreseeable future. In addition, the terms-of our bank line of credit place
restrictions on our ability to pay cash dividends on our common stock.

Repurchases of Equity Securities. "The following table provides information about our repurchases
of shares of our common stock during the twelve weeks ended November 25, 2006. During that period,
we did not act in concert with any affiliate or any other person'to acquire any of our common stock -
and, accordingly, we do not have any purchases by any affiliate or other person (if any) that are . ... »
reportable in the following table. For purposes of this table, we have divided the quarter into three *,
equal periods of four weeks.

Issuer Purchases of Equity Securities

. , ()
. Maximum Number (or

- (c) Approximate Dollar
(a) * Total Number of Shares Value) of Shares that’
Total Number {0 Purchased as Part of May Yet Be Purchased
. of Shares Average Price Publicly Announced Under the Plans
Period , Purchased Paid per Share . Plans or Programs(1) -or Programs.g;

September 2, 2006, to .

September 29,2006........ — — — —
September 30, 2006, to .

October 27,2006 ......... 186,749 .$50.67 - 186,749(1) 257,051(1)
October-28, 2006, to : . :

November 25, 2006 . ....... — — — —

(1) On July 26, 2006, we issued a press release announcing that our Board of Directors has approved
the repurchase from time to time of up to 500,000 shares of our common stock. To date we have
repurchased 242,949 shares under this plan. Our announcement did not specify any expiration date
for this plan.
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ltem 6—Selected Financial Dita
The following selected consolidated financial data as of and for each of the fiscal years in the

five-year period ended November 25, 2006, has been derived from our audited consolidated f1nanc1al
statements :

Fiscal Year Ended

oo : ' November 25, November 26, November 27, November 29, November 30,

2006 2005 2004 2003 2002 ,
(52 weeks) {52 weeks) (52 weeks) (52 weeks) (53 weeks) .

(In thousands, except per share data)

Consolidated Statement of Operations

Data(1): '
Revenues . .. .....0 ot ieiiiiinnnnn $349,804 - $295,474 $216,735 $163,458 $130,690
Costs of services. . .............. ..., 221,342 174,724 127,716 100,168 80,659
Grossprofit . ... .............. ... ... 128,552 120,750 89,019 - 63,290 50,031
Sellmg, general and administrative. . ... ... 80,601 76,562 57,286 43,055 36,600
lncome from operations ............... -“-47'95;1 “44,188 31,733 . 20,235 | 13,431

“Interest inCOME .. ............c.0cn.on. 5,089 2,149 904 . 429 486
Interest expense . ... .........ivunnnn 3424y (3, 369) (1,751).. = -(38) (120)
Other income {expense) . .............. - (203) 221 (260) (306) (29)

Income before provision for income taxes,

-‘minority interest, equity method -
investment gain (loss}), and cumulative .
effect of accounting change . .. .. e .49413 43,189 30,626 . 20,320 13,768

3 Provision for income taxes ............. - (21,182)  (18,530)  (13,947) (8,737) (5,879)

Income before minority interest, equity
method investment gain (loss), and

= j(:umulalwc effect of accounting change .. ' 7‘- 28,231 24,659 16,679 11,583 7,889
Minority interest .................... 141 (59 (335) (154) 547
Eqmty method investment gam (loss), net of ; -

tax . L Lo (529) — — — —
Cumulative éffect of accounting change, net .
of tax. . .U (398) — — — —
Netincome . .......ovvmmeeeenunan. $ 27445 -$ 24600 $ 16344 §$ 11429 $ 8436
Net income per share(2): .
Basic . ...t e $ 240 § 234 $§ 163 § 121 § 093
“u Dlluted ......................... $ 224 $ 213 § 155 § 116 § 091
g
Welghted average number of shares
" outstanding(2):
Basico. ... 11,418 10,526 10,016 9,438 0,047
Diluted . ... . . 12272 11,564 10,520 9,843 9,283
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November 25, November 26, November 27, November 29, November 30,
2006 2005 - 2004 2003 .2002

- {In thousands)
Consolldated Balance Sheet Data; ' . . g
Workmg caprta] ........... e $160,023 $148,382 " $101,319 $ 78,952 § 37,709

Total:assets . . - I S " 445,896 387,545 - 288,811 164,2‘__1(5‘ o 109,169
Total} long-term debt ... ... ... .. ... .. 87,000 90,242 91,214 1L571-- 051413
Totzr‘l’_sh,areholders equity ........... UL 248,776 204,620 127 026 118,031 78,358

P I

1y buriﬂg-the"past five fiscal years; we made the following acquisitions:
-* May 23, 2006, certain assets of The Ballentine Barbera Group

- . "":June 16,-2005, the equity of Economtcs of Competition and Litigation Limited, formerly known
as Lexecon Ltd.

'-“'..Aprll 27, 2(}05 the equity of Lee & Allen Consulting Limited.

"‘;.November 18, 2004,.the equ1ty of Network Economu:s Consulting Group Pty Ltd.
;.l'_November 12,:2004, certain assets "and liabilitics of Tabors Caramanis & Associates.
' _“__:_Aprll 30, 2004, the equity of InteCap, Inc.

. . * Apnl 29, 2002 certain asséts of the North American operatrons of Arthur D. Little’s Chemical
* .and Energy-practice (Arthur D. Little is now known as Dehon, Inc.). May 10, 2002, certain
assets of the U. K. operatlons of Arthur D. thtle s Chemrcal and .Energy, practice. ;'

- Each of these acquisitions was accounted for under the purchase accounting method, and the .,
results of operations for each.of these acquisitions have been included in the accompanying
statemems of income from the respectlve dates of dcqulsttlon

(2) Basrc net rncome per share represents net.income divided by the weighted average shares of
common stock outstanding durmg the’period.” Diluted net income per share represents net mcome
i dwrded by, the weighted average, shares of common stock and common stock equ1valents theo
outstandlng durmg the period. Weighted: -average shares used-in diluted net income per share” " -
include- common stock equrvalents arising from stock optlons unvested restrrcted stock, and shares
underlymg our debentures usrng the treasury stock method :
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Item 7—Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

We are a worldwide leading economic, financial, and management consulting firm that applies
advanced analytic techniques and in-depth industry knowledge to complex engagements for a broad
range of clients. We offer two types of services: legal, regulatory, and financial consulting and business
consulting. We estimate:that we derived approximately 99% of our consolidated revenues in fiscal 2006
from business consulting and legal, regulatory, and financial consulting.

We derive revenues principally from professional sen‘lices rendered by our employee consultants. In
most instances, we charge clients on a time-and-materials basis and recognize revenues in the period
when we provide our services. We charge consultants’ time at hourly rates, which vary from consultant

" to consultant depending on a consultant’s position, experience, and expertise, and other factors. We
derive a portion of our revenues from fixed-price contracts. Revenues from fixed-price engagements are
recognized using a proportional performance method based on the ratio of costs incurred, substantially
all of which .are labor-related, to the total estimated project costs. We derived 5.3% and 6.5% of our
revenues from fixed-price engagements in fiscal 2006 and 2003, respectively. We generate substantially
all of our professional services fees from the-work of our own employee consultants and a portion from
the work of our non-employee experts. Factors that affect our professional services revenues include
the number and scope of client engagements, the number of consultants we employ, the consultants’
billing rates, and the number of hours our consultants work. Revenues also include reimbursements, or
expenses billed to clients, which include travel and other out- of-pocket expenses, outside consultants,
and other reimbursable expenses.

Our costs of services include the salaries, bonuses, share-based compensation expense (in fiscal
2006 only), and benefits of our employee consuitants. Our bonus program awards discretionary bonuses
based on our revenues and profitability and individual performance. Costs of services also include
out-of-pocket and other expenses that are billed to clients, and the salaries, bonuses, and benefits of
support staff whaose time is billed directly to clients, such as librarians, editors, and programmers.
Selling, general, and administrative expenses include salaries, bonuses, share-based compensation
expense, and benefits of our administrative and support staff, fees to non-employee experts for
generating new business, office rent, marketing, and other costs.

Utilization & Seasonality

, Because we derive the majority of our revenues from hourly billings by our employee consultants,
our utilization of those employee consultants is one key indicator that we use to measure our operating
performance. We calculate utilization by dividing the total hours worked by our employee consultants
-on'engagements during the measurement period by the total number of hours that our employee
consultants were available to work during that penod Utilization was 78%. for fiscal 2006 and fiscal
2005, and 79% for fiscal 2004, Historically, we have experienced higher utilization in our legal,
regulatory, and financial consulting practice than in,our business consulting practice because our
business consulting practice devotes a greater portion of its time to sales and marketing efforts,

We experience certain seasonal effects that impact our revenue. Because our revenues depend on
the number of hours worked by our employee consultants,-concurrent vacations or holidays taken by a
large number of consultants can adversely impact our revenue. Historically, we experience lower
utilization in the first quarter, which includes the holiday season, and in the third quarter, which is a
16-week period, and includes the summer vacation season for most of our offices.

’Fiscal Periods

Our fiscal year ends on the last Saturday in November, and accordingly, our fiscal year will
periodically contain 53 weeks rather than 52 weeks. Historically, we have managed our business based
on 13 four-week billing cycles to clients and, consequently, have established quarters that are divisible
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by four-week periods. As a result, the first, second, and fourth quarters of each fiscal year are 12-week
periods, and the third quarter of each fiscal year is a 16-week period. In those years when. our fiscal
year contains 53 weeks, our fourth quarteris a_13-week period. Accordingly, period-to-period '
comparisons of our results of operations are not necessarily meaningful if the petiods being compared
have different lengths _ R O : oo AR

The terms “fiscal 2006,” “ﬁseal 2005 ” and “fiscal 2004” refer to the 52- week perlods ended
November 25, 2006, November 26, 2003, and November 27, 2004, respectwely

Acqursmons and International Expansion

" On May 23 2006 we completed the acquisition of certain assets of The Ballentine Barbera Group,
LLC (“BBG”), an independent consultmg firm focusing on transfer pricing services headquartered in
' Washmgton D.C. We purchased BBG ‘for approx1mately $22.9 million (after adding acqulsltlon costs '
and transaction fees paid or accrued). The purchase price consisted of $17.9 million in cash and
$5.0 million in CRA restricted stock. We paid $17.6 million of the cash portion of the purchase’ prlce
during fiscal 2006 and the remaining $0.3 million of the cash portion was paid in January" 2007 The
BBG acqulsrtlon added approximately 35 employee consultants.

On June 16, 2005, we completed the acquisition of all of the equity of Economics of Competltron
and Litigation Limited (*ECL”), a London-based provider of competition economics in Europe,
formerly known.as Lexecon Ltd. We purchased ECL for approximately $16.8 million valued using
foreign exchange rates as of the date of acquisition (after deductlng cash acquired, and addmg
acquisition costs and transaction fees- paid or accrued). The purchase price consisted of $12 6 mllllOl’l m
cash and $4.2 million in loan notes that were exchanged for 78,265 shares of our cornmon stock whrch
carry restrtctrons with respect to when they can be sold. The ECL acquisition added apprommately,
25 employee consultants

e
Pl

On April 27 2005 we completed the acquisition of all of the equity of Lee & Allen Consultmg
Limited (“Lee' & Allen”), a London-based consulting firm offering financial drspute resolution and
forensic accounting services to the corporate, legal, and regulatory markets. We purchased Lee & Allen
for apprdximately $17.1 million valued using foreign exchange rates as of the date of the acquisition
(after deducting cash acquired, and adding acquisition costs and transaction fees paid or’accrued)...The}
purchase price consisted of $13.3 million in cash and $3.8 million in loan notes that were exchanged for
- 77,343 shares of our common stock, which carry restrictions with respect to when they can be S?lfl T"l}e
'Lee & Allen acquisition added approxrmately 40 employee consultants. T, [‘4 -

‘On November 18, 2004, we completed the acquisition of all of the equity of Network Economics
‘Consulting Group Pty Ltd (“NECG”), an Australia-based regulatory and economic consulting firm, for
a purchase price of approximately $10.5 million valued using foreign exchange rates as of the date.of
the acquisition {after deducting cash acquired, and adding acquisition costs and' transaction fees paid.or.
accrued), consisting of $7.5 million in cash and 75,261 shares of our common stock valuediat "5 .41+
$3.0 million. These shares carry restrictions with respect to when they can be sold. The!NECG . Gen Y
acquisition added 34 employee consultants. . bag v

bl ‘l
"On November 12, 2004, we completed the acquisition of certain-assets and llabllltlgs ‘of Tabors . U_

Caramanis & Associates (“TCA”), a Cambridge, Massachusetts-based economics and engineering
consulting firm, for a purchase price of approximately $7.8 million: (after adding a working capltal
adjustment, acquisition costs, and transaction fees paid or accrued) consisting of $6.7.million in cash
and 25,900 shares of our common stock valued at $1.1 million: These shares .carry restrictions with
respect to when they can be sold. The TCA acquisition added 15 employee consultants:iti * .u'm 'f(f)_

The BBG, ECL, Lee & Allen, NECG, and TCA acquisitions have been accounted for under the r;»
purchase method of accounting, and the Tesults of operations have been included in the accompanymg
statements of income from the date of acquisition. The purchase agreements for these acqursrtrons "‘
provide for additional purchase consideration for up to five years following the transactions, if specific -
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performance targets are'met. These earnouts.are payable in cash and/or our common stock. Any
additional payments related to these contingencies will be accounted for as additional goodwill. During
fiscal 2005, CRA recorded an additional $1.1 million of purchase price related to these acquisitions,
which was paid in cash and common stock during the second quarter of fiscal 2006. During fiscal 2006,
CRA recorded $1.5 million in- additional purchase price related to these acquisitions, which included

. promissory notes and common stock. These payments, and any additional payments related to these

* contingencies, have been and will be accounted for as additional goodwill.

On April 30, 2004, we completed the acquisition -of all of the equity of InteCap, Inc. (“InteCap”)
for a purchase price of approximately $79.4 million (after deducting cash acquired, and after adding
acquisition costs and transaction fees.paid - or accrued). The acquisition has been accounted for under
the purchase method of ‘accounting. The results of operations have been included in the accompanying
statements of income begmnmg May 1, 2004. The InteCap acquisition added approximately 130 ’
employee consultants and expanded our geographlc footprint into key markets such as Chicago and
New York and strengthened our presence in' Houston, Silicon Valley, Boston and Washington D.C.

In fiscal 2006, our revenues from international operations mcreased from flscal 2005. Revenues
from our international operations accounted for 23.6%, 19.1%, and 10.5% of our total revenues in
fiscal 2006, fiscal 2005, and fiscal 2004, respectively, as more fully described in*Note 13 to our
consolidated financial statements. Qur international revenues for fiscal 2006 reflect a full year of
operations for the Lee & Allen arid ECL acquisitions, which occurred “during the 'second and third
quarters of fiscal 2003, respectively. Our international revenues for fiscal 2005 reflect a full year of
operatlons for the NECG acquisition, which occurred during the last quarter of fiscal 2004. In addition,
our. mternanonal revenues for fiscal 2005 include partial year Operatlons for the United Kingdom-based
ECL and Lee & Allen acquisitions. These acqulsmons have significantly increased the diversification of
our European busmess 1nclud1ng forensic accounting and computing practlces and expanded service
offerings in competition economics, commercial litigation, and energy industries. We have also
developed a significant presence in the European litigation and régulatory markets in addition, we can
now serve clients in South Africa, Hong Kong, and other’ parts of Asia. We contmue to acnvely
evaluate opportunities to strengthen our presence overseas. o

Investment in. NeuCo

.' We ‘owned" '49.7% and 51 0% of the equity of NeuCo, Inc. as of November 26, 2005 and
November 27, 2004, respectively. In May 2006,.NeuCo completed the acquisition of Ohio-based Pegasus
Technologies, Inc., a majority-owned subsidiary of Rio Tinto America Services Company. As a result’of
the transaction, Pegasus equity holders received an equity interest in NeuCo equal to'26.5% of the
outstanding common stock and consequently our. interest in NeuCo was reduced to 36.4% as of
November 25, 2006. As-such, during the third quarter of fiscal 2006, we began accounting for our,
remaining investment in NeuCo under the equity method of accounting. Prior to NeuCo’s acquisition
of Pegasus and:the resulting reduction of our interest in NeuCo, NeuCo’s financial results had been -
consolidated-with ours. Prior to deconsolidation; NeuCo achieved revenues of approximately -
$3.0 million and a net loss of approximately. $280,000 in the first'two quarters of fiscal 2006. In fiscal
2005 and 2004 NeuCo generated $9.0 million and $8.4 million, respectively, in revenues. In fiscal 2005
and 2004, NeuCo’s net income was.$114,000 and $753,000, respectively.

Critical Accounting Pol:c:es

The discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the U.5. The preparatlon of these financial statements requires us to make
mgr}nflcant‘esttmates and judgments that affect the reported amounts of assets, liabilities, revenues, and
EXPENSes, as \ well as related disclosure of contingent assets and liabilities. Estimates i in these
c0nsolldated financial statements include, but are not llmlted to, accounts receivable allowances,
revenue recognition on fixed price contracts, share-based compensation, valuation of acquired
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intangible assets, impairment of long lived assets, including goodwill, accrued and deferred income
taxes, valuation allowances.on deferred tax assets, and accrued bonuses. These items are monitored and
analyzed by management. for changes in facts and circumstances, and material changes in these
estimates could occur in the future. Changes in estimates are recorded in the period in which they ..
become known..We base our estimates on historical experience and various other assumptions that we
believe to be reasonable’under the circumstances. Actual results' may differ from our estimates if our
assumptions based on past experience or our other assumptions do not turn out to be substantially

e »
]

accurate.

A summary of the accounting policies that we believe are most critical to understanding and
evaluating our financial results is set forth below. This summary!should be read in conjunction with our
consolidated financial statements and the related notes included in Item 8 _0f.this annual report on
Form 10-K. - R

Revenue Recognition and Accounts Receivable Allowances. We denve substdntlal]y all of our
revenues from the performance of profess:onal services. The contracts that we enter into and operate

-undér spe(:lfy whether the engagement will be billed on a time-and- materials or fixed- -price basis. These

engagements generally'last three to six months, although some of our engagements can be much longer
in duration. Each contract must be approved by one of our vice presidents.

+We recogmze substantlally all of our revenues under written service contracts with our clients
where the fee is fixed or determinable, as'the services are provided, and only i in those situations where
collection from the client is reasonably assured. In certain limited cases we provide services to our
clients without sufficient contractual. documentanon to allow us to recognize revenue in accordance.
with U.S. GAAP. In these_ cases, where we invoice clients, these amounts are fully reserved until all
criteria for recognlzmg revenue are met. "The' majorlty of our revenue is derived from
time-and-materials service contracts Revenues from time-and-materials service contracts are recognized
as the services are pr0v1ded based upon hours worked 'and-contractually agreed-upon hourly rates, as
well as a computer services fee based upon ‘hours .worked. Revenues from fixed-price engagements are
recognized on a proportlonal pcrformance method ‘based on the ratio of costs incurred, substantially all

. of which are labor-related, to the total estimated project costs. Pl‘O_]CCt costs are based on the direct

salary and associated fringe benefits of the consultants on the engagement plus all direct expenses
incurred to complete the engagement that-are not reimbursed by the client. The proportional
performance method is used since reasonably dependable estimates of the revenues and costs
applicable to various stages of a contract can be made, based on historical experience and terms set
forth in the contract; and are indicative of the level of benéfit provided-to our clients. Qur fixed-price
contracts.generally include a termination provision that converts the agreement to a time-and-materials
contract in the ‘event of termination of the contract. There are'no costs that are deferred and ‘
amortized over the contract term..Our management maintains contact with prOJect managets to-discuss
the status of the projects and for fixed-price engagements,: management is updated on the budgeted
costs and resources required to complete the project. These budgets are then used to calculate revenue
recognition and to estimate the anl1c1pated income or loss on.the: project. In the past, we have
occasmnally been required to commit unanticipated additional .resources to complete projects, which
have resulted in lower. than antncnpated income or losses on those contracts. We may experience similar
situations in the future. Provisions for estimated losses on contracts are made during the period in
which such losses become probable and can be reasonably estimated. To date, such losses have not
been significant. ' o

i
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- Revenues also include reimbdf;emcnts, or-expenses billed to clients, which include travel and other
out-of-pocket expenses, outside consultants, and other reimbursable expenses. These reimbursable
expenses are as follows (in thousands):

Year Ended
November 25, November 26, November 27,
2006 2005 2004
(52 weeks) (52 weeks) {52 weeks)
Reimbursable expenses billed to clients . . .. ....... ... $41,222 $35,605 $29,140

Our normal payment terms are 30 days from invoice date. For fiscal 2006 and fiscal 2005, our
average days sales outstanding (DSOs) were 107 days and 105 days, respectively. We calculate DSOs by
dividing the sum of our accounts receivable and unbilled services balance, net of deferred revenue, at
the end of the fiscal quarter by average daily revenues. Average daily revenues are calculated by
dividing quarter revenues by the number of days in a quarter. Our project managers and finance
personnel monitor payments from our clients and assess any collection issues. We maintain accounts
receivable allowances for estimated losses resulting from the inability of our clients to make required
payments. We base our estimates on our historical collection experience, current trends, and credit
policy. In determining these estimates, we examine historical write-offs of our receivables and review
client accounts to identify any specific customer collection issues. If the financial condition of our
customers were to deteriorate, resulting in an impairment of their ability 1o make payment, additional
allowances may be required. Our failure to estimate accurately the accounts receivable allowances and-
ensure that payments are received on a timely basis could have a material adverse effect on our
business, financial condition, and results of operations. As of November 25, 2006 and November 26,
2005, $6.3 million and $5.0 million, was provided for accounts receivable allowances, respectively.

Share-Based Compensation Expense. We adopted SFAS No. 123R, “Share-Based Payments” in the
first quarter of fiscal 2006 using the modified prospective application method and began accounting for
our equity-based compensation using a fair value based recognition method. Under the fair value
recognition requirements of SFAS No. 123R, share-based compensation cost is estimated at the grant
date based on the fair value of the award and is recognized as expense over the requisite service period
of the award. Prior to the adoption of SFAS No. 123R, we followed the intrinsic value method in
accordance with APB No. 25 to account for our employee stock options. Historically, all stock options
have .been granted with an exercise price equal to the fair market value of the common stock on the
date of grant. Accordingly, no compensation expense was recognized for option grants to employees
and directors. However, compensation expense was recognized in connection with the issuance of stock
options to non-employee consultants.

We recognize share-based compensation expense using the straight-line attribution method under
SFAS No. 123R. We use the Black-Scholes option-pricing model to estimate the fair value of share-
based awards. Option valuation models require the input of assumptions, including the-expected life of
the share-based awards, the expected stock price volatility, the risk-free interest rate, and the expected
dividend yield. The expected volatility and expected life are based on our historical experience. The
risk-free interest rate is based on U.S. Treasury interest rates whose term is consistent with the
expected life of the share-based award. Expected dividend yield was not considered in the option
pricing formuta since we do not pay dividends and have no current plans to do so in the future. We will
update these assumptions if changes are warranted. The forfeiture rate is based upon historical
experience. As required by SFAS No. 123R, we adjust the estimated forfeiture rate based upon our
actual experience.

Goodwill and Other Intangible Assets. We account for our acquisitions under the purchase method
of accounting pursuant to Statement of Financial Accounting Standards (SFAS) No. 141, “Business
Combinations” (SFAS No. 141). Goodwill represents the purchase price of acquired businesses in
excess of the fair market value of net assets acquired. Intangible assets that are separable from goodwill
and have determinable useful lives are valued separately and amortized over their expected useful lives.
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Intangible assets generally consist pr1nc1pally of non-competition- agreements which are amortized on a
straight-line basis over the related estimated lives of the agreements (seven to ten years), as well as
customer relationships, backlog, trade names, and property leases, which are amortized on a .
straight-line basis over their remaining useful lives (one to ten years).

In accordance with SFAS No. 142 “Goodwill and Other Intanglble Assets”, goodwill and
intangible assets with indefinite l1ves are not subject to amortization, but monitored annually for .
impairment, or more frequently if there are indicators of impairment. Any impairment would be

“measured based upon the fair value of the related asset based on the provisions of SFAS No. 142,
Because we have one reporting.segment, under SFAS No. 142; we utilize the entity-wide approach for
assessmg goodwill for impairment and compare our market value to our net book value to determine if
an impairment exists. There were.-no impairment losses related 1o goodwtll in any of the fiscal years -
presented. If we determine through the impairment review process that goodwill has been impaired, we
would record the impairment charge in our consolidated statement of income. The net amount of .
goodwill was approximately $141.3 million as of November 25, 2006. The goodwill amount 'for the
acquisitions is initially recorded based upon a prehmmary estimated purchase price allocation and is
subject to change. Any prel1m1nary purchase price allocation is based upon our estimate of fair value,
and is finalized as we receive other mformauon relevant to the acquisition, such as exit costs related to
lease obligations. : . .

.We assess the impairmeut of amortizable intangible assets whenever events or changes in
circumstances indicate that the car'rying' value may not be recoverable. Factors we consider important
that could trigger an impairment review include the following: '

* a significant underperformance relative to expected historical or prOJected future operatmg
results;

‘L
By C

*a srgmftcant change in the manner of our use of the acquired asset or the strategy for our
overall business; g .

+ a significant negative industry or economic trend; and .

* our market capitalization relanve to net book value.
[y ',-t._‘i

- If we were to determine that an impairment review is required, we would review the expected
future undiscounted cash flows to be generated by the assets. If we determine that the carrying value of
intangible assets may not be recoverable, we would measure any impairment based on ‘a.projected - . -
discounted cash.flow method using a discount rate determined by our.management to be - 7.t
commensurate with the risk inherent in our current business model, The net amount of intangible
assets was approximately $8.3 million as of.November 25, 2006, which includes approximately
$2.0 million related to the BBG acquisition, $1.9 million related to the ECL acqunsmon and
$2.0 miltion related to the Lee & Allen acquisition.

Accountmg for Income Taxes. We record income taxes using the asset and liability method.
Deferred income tax assets and liabilities are recognized based upon ant1c1pated future.tax
consequences attributable to differences between the financial statement carrying amounts of existing
assets and liabilities and their respectwe income tax bases, and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected to. be recovered or
settled. The effect on deferred tax assets and liabilities of a change: 1n tax rates is recognized in tnCOme
m the period that includes the enactment date. - o

: Our financial statements contam certain deferred tax assets and liabilitics that result from
temporary differences between book and tax accounting, as well as net operating loss carryforwards.
SFAS No.. 109, “Accounting for Income Taxes,” requires the establishment of a valuation allowance to -.
reflect the likelihood of realization of deferred tax assets. Significant management judgment is required.
in determining our provision for income taxes, our deferred tax assets and liabilities, and any valuation
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allowance recorded against our net deferred tax assets. We evaluate the weight of.ail available evidence o
to determine whether it is more likely than not that some portion or all of the deferred income tax
assets will not be realized. The decision to record-a valuation allowance’ requires varying degrees of
judgment based upon the nature of the item giving rise to-the deferred tax asset. As a result of
operating losses incurred in certain of our foreign subsidiaries, and uncertamty as to the extent and
timing of prolﬁtabrllty in future perlods we recorded valuation allowances in certain of these foreign
subsidiaries based on the facts and clrcumstances affecting each subsrdlary Had we not recorded these
ailowances of $60, 000 and 5241 000 in fiscal 2006 ‘and fiscal 2005, respectlvely, we would have reported
a lower effective tax raté ‘than that recogmzed in our statements of income in fiscal 2006 and fiscal
2005. If the realization of deferred tax assets in the future i is considered more likely than not, an
adjustment to the deferred tax assets would increasé net income in the period such determination was
made. The amount of the deferred tax asset ‘consideréd realizable is based on significant estimates, and
it is p0551ble that changes in these estimates in the near term could matenally affect our financial
condition and results of operations.

Our- effectlve tax rate may vary from period to period based on changes in estimated taxable
income or loss, changes to the valuation allowance, changes to federal, state, or forelgn tax laws, future
expansion into areas with varying country, state, and local income tax rates, deductibility of certain
costs and expenses by jurisdiction, and as a result of acquisitions. Our effective tax rate was 42.9% in
fiscal 2006 and fiscal 2005. Our effective tax rate would have been lower in fiscal 2006 except for the
limitation on deducting certain executive officer compensatlon in accordance Wlth Section 162(m) of
the Internal Revenue Code.

The calculation of our tax liabilities involves deahng with uncertamtles in the application of
complex tax regulations in several different tax jurisdictions. We are periodically reviewed by domestic
and foreign tax authorities regarding the amount of taxes due. These reviews include questions
regarding the timing and amount of deductions and the allocation of income among various tax
jurisdictions.”In evaluating the exposure associated with various filing positions, we record estimated
reserves for probable exposures. Based on our evaluation of. current tax positions, we belleve we have
appropriately accrued for probable exposures. : '

Recent Accountmg Pronouncements

In September 2006, the U.S. Securities and Exchange Commission (“SEC”) 1ssued Staff
Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements” (“SAB 108”): SAB 108 provides guidance on the
consideration of the effects of prior year misstatements in quantifying current year misstatements for
the purpose of a materiality assessment. SAB 108 establishes an approach that requires quantification
of financial statement errors based on the effects of each of the company’s balance sheet and statement
. of operations and the related financial statement disclosures. SAB 108 permits existing public
companies to record the cumulative effect of initially applying this approach in the first year ending
after November 15, 2006 by recording the necessary correcting adjustments to the carrying values of
. assets and liabilities as of the beginning of that year with the.offsetting adjustment recorded to the
opening balance of retained earnings. Additionally, the use of the cumulative effect transition method
requires detailed disclosure of the nature and amount of each individual error being corrected through
the cumulative adjustment and ‘how and when it arose. We do not believe that the adoption of SAB 108
will have a significant impact on our consolidated statement of income or financial condition.

In June 2006, the Financial Accounting Standards Board (“FASB”) issued Interpretation 48,
“Accounting for Uncertainty in Income Taxes” (‘“FIN 48”), which clarifies the accounting for
uncertainty income taxes recognized in an enterprise’s financial statements in accordance with FASB
Statement No. 109, “Accounting for Income Taxes.” FIN 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken
or expected to be taken in a tax return. FIN 48 also provides guidance on derecognition, classification,
interest and penalties, accounting in interim periods, disclosure, and transition. FIN 48 is effective for
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fiscal years. begmnmg after December 15, 2006." We-expect 10 adopt FIN 48 in fiscal 2008. We are in
the process of evaluatmg the 1mpact that FIN 48 will have on our consolldated financial’ statements

In June 2006 the Emergmg Issues Task. Force of the Financial Accountmg Standards Board (the
“EITF”) reached a conclusion on EITF Issue No. 06-3 “How Taxes Collected from Customers and
Remltted to Governmental Authontles Should Be Presented in the Income Statement”. Thé scope of
EITF Issue No. 06-3 mcludes any tax assessed by a govemmental authorlty that is both 1mposed on and
concurrent with a specific revenue- producmg transaction between a seller. and a customer, and may
mclude :but’is not limited to, sales, use, value added, and some_ excise taxes. The EITF Issue No. 06-3
requ1res ‘that'the presentation of taxes on either a gross basis (lncluded in revenues and costs) or a net
basis (excluded from revenues) is an- accountlng policy decision that should be disclosed. EITF Issue
‘No. 06-3.should be applied to financial reports for interifn and ‘annual reporting periods beginning after
December 15 2006. We expect to adopt EITF. Issue No. '06-3 in our second quarter of fiscal 2007. We
do,not believe that the adoption of EITF Issue No. 06-3 will have a significant :mpact on our
consolldated statement of income 'or: fmanclal condition.

In May 2005 the FASB 1ssued SFAS No. 154, “Accountlng Changes and Error Correctlons which
replaces ‘APB Oplt’thl‘t No. 20- “Accountmg Changes”, and SFAS No. 3 “Reportlng Accounting Changes
in-Interinm:Financial Statements”. SFAS 154 changes the requlrements for the accountmg for and
reportmg of a change in accountmg pr1nc1ple and applies to all voluntary changes 1in accountmg
: pr1nc|ples as well as changes- requlred by an.accounting pronouncement in the unusual instance it does
not mclude specnflc transition provisions. Spec1f|cally, SFAS 154 requires retrospectwe apphcatton to
prior penods financial $tatements, unless it is impracticable to determme the period-specific effects or
the cumulatlve effect of the change When'it is impracticable to detemune the effects-of the change,
the new accounting’ principle must be- applied to the balances of assets and liabilities as of the
begmmng of the earliest perlod for which retrospective application is practicable and a correspondmg
ad]ustment must be made to the opening.balancé of retained earnings for that period rather than being
~ reported in the i income, statement, When it is impracticable to determine the cumulative effect of the
change the new principle must be applied as if it were adopted prospectively from the earliest date
practicable. SFAS 154 is effective for accounting changes and-corrections of errors made in fiscal years
beginning after- December 15, 2005. We expect-to adopt SFAS 154 in fiscal 2007. SFAS.154 does not -
change the transition - provisions. .of any existing pronouncements We do not-believe that the adoption '
of SFAS.154 will have a SIgmﬁcam lmpact on our consohdated statement of income or financial
condmon . RS

. [
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Results ofOperatlons T T A s

‘The followmg table provndes operatmg mformatlon as a percentage of revenues for the periods

: 1nd1cated
Fiscal Year Ended'
November 25, November 26, = November 27,
2006 2005 Lt 2004
(52 weeks) (52 weeks) (52 weeks)
REeVENUES & . ..o e 100.0% 100.0% ° 100.0%
Costs of services . . ............ e 63.3 59.1 . 589
GIOSS PIOFIt . . ..o ee et 367, 409 411
Sel_ling_, general and administrative . . .......... ... ... ... 23.0 25.9 26.5
Income from operations ... ...........coiiiiiiiii... 13.7 150 146
Interest inCOME. .. .. ... ..o vinrenananen, P R W A 0.4
INterest EXpensSe . o oot vt e e e e (1:0) (LD (0.8)
Other income (expense) ................ PP N (1§ R e (0.1)
_Income before provision for income taxes, minority interest, R Co )
equity method investment gain (loss), and cumulative effect -
.of accounting change . . ......... ... ... ... .., . 14 14.6 14.1
Provision; for income taxes. . ................ i - 60 6.3 6.4
Income before minority interest, equity method mvestment "
gain (loss), and: cumulative effect of accounting change e 81 33 7.7
Mmontymterest.....................t ............ . —_ L— (0.2)
Equity method investment loss, netof tax. .. .......... e (0.2) - -
Cumulative effect of accounting change, net of tax™. . . ... .. ' (0.1) — —
Netincome ...........¢0civuinnnn e e 7.8% 8.3% 7.5%

3 . \ _— —

Flscal 2006 Compared to Fiscal 2005

Revenues Revenues mcreased $54.4 mllllon or 18.4%, to $349.9 mllllon for fiscal 2006 from
$295.5 million for fiscal 2005. This growth is due primarily to an increased demand for our services, as
well'as the Lee & Allen acquisition, which occurred during the latter part of the second quarter of
fiscal 2005, the ECL acquisition, which occurred during the: third quarter of fiscal 2005, and the BBG
acquisition, which occurred at the beginning of the third quarter of fiscal 2006. These increases were
partially offset by the deconsolidation of NeuCo, which occurred at the beginning of the' third quarter
of fiscal 2006. Our lltlgatlon revenues grew: near]y 30% from fiscal 2005, which was largely driven by a
greater demand for dur. services primarily in our fmance competition,.and lntellectual property practice
areas, and the addition of ‘our forensic accountmg and computmg practice areas in the second quarter
of ﬁscal 2005. In addition, our transfer pricing practlce benefited from almost two full quarters of
revenues from the BBG acquisition. Our finance’ practice increased more than 25%, our competition
practice grew more than 15%, and our intellectual property-practice grew more than 10% from fiscal
2005. Our business ctmsulting'revenues grew.nearly. 10% from fiscal 2003, which was due primarily to
our chemicals and petroleum pract:ce and our pharmaceutlcals practice,: -offset partially by a decrease
in our-energy and environment practice. Our chemicals and petroleum practice grew nearly 30%, due
to an increase in demand for our services, particularly in the Middle East, and the continued expansion
of our London: based operations. Our energy and environment pracuce decreased approximately 10%
from fiscal 2005, due primarily to a decrease in demand for our services. Overall, revenues outside of
the U S. represented approximately 24% of total revenues for fiscal 2006, compared with 19% of total
revenues for fiscal:2005. The growth-in revenue in our foreign offices is due primarily to the '
acquisitions of Lee & ‘Allen and ECL and the increase in demand in our chemicals and petroleum
practlce largely i in the M:ddle East.
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The total number of employee consultants increased to 733 at the end of fiscal 2006 from 663 at -
the.end of fiscal 2005, which is due to the BBG acquisition during fiscal 2006, as well as continued
hiring and recruiting efforts. Increased btllmg rates for our employee consultants, which.were phased in_
beginning in early December 2005, also contributed to our revenue growth, Utilization was 78% for’
fiscal 2006 and fiscal 2005. Revenues derived from fixed- -price engagements decreased t0'5.3% of total
revenues for fiscal 2006 compared with 6. 5% for fiscal 2005. ) Coe T

~Costs of Services. Costs of services mereased $46 6 million, or 26. 7%, to $221 3 million. for ﬁseal
2006 from $174.7-million for fiscal 2005. The increase was due mainly to an increase in compensatton
expense for our employee consultants of $41.0 million, which includes $3.4 million of share-based
compensation expense due to the adoptton of SFAS No. 123R during the first quarter of fiscal 2006.
Excluding share-based compensatlon expense the increase in compensation expense was $37.6 million.
This increase was primarily due to an increase of approximately $19.5 million in the compensatton we
pay our employee consultants ‘and an increase of approximately $18.1 million due to @n increase in’ the
average number of employee consultants. Our average number of employee consultants increased
because of the BBG acquisition, along with the effect of a full year of ECL and Lee &"Allen L
headcount during fiscal 2006, as well as continued recruiting and hiring efforts. "Reimbursable’ expenses
increased $5.6 million, or 15.8%; to $41.2 million for fiscal 2006 from $35.6 million for fiscal 2005, As a
percentage of revenues, cost of services increased to 63. 3% for fiscal 2006 from 59.1% for fiscal 2005.
Of the 4.2% increase as a percentage of revenues, approximately 3.4% was due primarily to higher
compensation expense for our employee consultants resulting from increased competition in the °
marketplace.and a higher proportion of our revenue being sourced internally, the cost of which is =~
included in cost, of services. Of the increase . in compensatlon expense for our employee conSultants "
nearly half is. offset by the decrease in commissions to non-employee expeTts, the cost of Whlch Is .
included in selling, general and administrative expenses. Also, of the increase as a percentage of "
revenues, approximately 1.0% was due to the effect of the adoption of SFAS- No. 123R and other
share-based compensation expense recogmzed in fiscal 2006.

x4

Selling, General, and Administrative. ~ Selling, general, and administrative expenses increased by
$4.0 million, or 5.3%, to $80. 6 million for fiscal 2006 from $76.6 million for fiscal 2005. Largely because
of the BBG acquisition in fiscal 2006 and the ECL and Lee & Allen acquisitions in fiscal 2005, we ..
expenenced an increase in, overall compensatlon to our administrative staff of $3.5 mtllton,,an mcrease
in depreciation and amortization expense-of $1.7 million, and an increase in rent expense $0 6 mtlllon ‘
These increases were partially offset by a decrease in commissions to non-employee experts of . g s
$3.1 million.-In addition, mcluded in the increase in compensation expense for our admtmstranve staff p
is share-based compensatlon expense of $1.1 million due to the adoption of SFAS No. 123R during the
first quarter. of fiscal 2006. Selling,” general and administrative expenses.also includes approxnmately
$0.6 million in office closure costs for our Mexico City-officé incurred in.the second quarter of fiscal
2006. The increase in selling, general, and administrative expenses was also due to.our need to support
a larger and more complex global company. As a percentage of revenues, selling, general;and iy topo i
administrative expenses decreased to 23.0% for fiscal 2006 from 25.9% for fiscal 2005. . This decrease is
due primarily to lower commissions to non-employee experts and .the deconsolidation ofNeuCo. In ».
addition, revenue increased at a greater rate than the increases-in other selling, general;cand i, -
admmlstratlve expenses mcludmg rent and other costs that are principally fixed in nature. '

Interest Income Interest income mcreased by $2.9 mllhon to-$5.1 million for fiscal 2006 from

$2.1 million for fiscal 2005. This increase was due to higher. average interest rates, combined w1th .
higher cash balances from our June 2005 public stock offering and' cash generated from operattons '
Our welghted average imputed interest rate for fiscal 2006 on our average cash and cash equivalent:;,. ,
balances was approximately 4.1% annuahzed compared with approximately 2.7% annualized. for fiscal", -
2005. . . - o . . .- u*}i sE ooy
L . SRR S AP
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* the value of the dollar and foreign currenc1es

Interest Expense. Interest expense remained flat at $3.4 million for fiscal 2006 and fiscal 2005.
Interest expense primarily represents interest incurred-on the 2.875%, $90 million convertible debt, and
the amortlzanon of debt issuance costs. :

Other ]ncome (Expense). Othér expense was $203 000 for flscal 2006 versus other income of
$221,000 for fiscal 2005. Other expense consists primarily of foreign currency exchange transaction
gains and losses. We continue to manage our foreign currency exchange exposure through frequent
settling of intercompany account balances and by self—hedgmg movements in exchange rates between

AT

Provision for Income Taxes. The prov1s1on for income taxes was $21 2 mllllon for fiscal 2006,
including $1.0 million from the limitation on deducting certain executive officer compensation in
accordance with Section 162(m) of the Internal Revenue. Code. This is an increase of $2.7 million from
the fiscal 2005 provision for income taxes-of $18.5 million. Our effective income tax rate was 42.9% for

. fiscal 2006 and fiscal . 2005. Our effective tax rate in.fiscal 2006 reflects the tax benefit of losses from

closing our Me:uco City office; a reduction of previously accrued foreign tax expense, additional
valuation allowance against deferred tax assets of our New Zealand subsidiary and the limitation on
deductlng certain executive officer compensation in accordance wlth Section 162(m) of the Internal
Revenue Code. Our effective tax rate in fiscal 2005 reflects the valuation allowance recorded against
the deferred tax assets of our New Zealand subsidiary because of a change in the estimated losses in
that tax jurisdiction. , R

Minority fnterest Previously, allocations of the minority share of NeuCo’s net income resulted in
deductrons to our net income, while allocations of the minority share of NeuCo’s net loss resulted in
addmons to our net income. Beginning in the third quarter of fiscal 2006, as more fully described in
Note 1 to our ‘consolidated financial ‘statements, we no. longer consolidate NeuCo in our financial
statements Therefore, we no longer record minority interest. Mmonty interest in the results of
operations of NeuCo allocable to its other owners was a net loss of $141,000 for fiscal 2006, compared
with net mcome of $59,000 for fiscal 2005.

- Equity Method Investment Gain (Loss), Net of Tax. Through NeuCo’s acquisition of Pegasus, as
more fully described.in'Note 1 to our consolidated: financial statemems our interest in NeuCo has
been reduced from 49.7% as of November 26, 2005, to 36.4% as of November 25, 2006. As a result, we
began accountmg for our investment in NeuCo under the’ equlty method of accounting. Prior to this
event, we consolldated NeuCo’s fmancral results We record our share in the income or losses of
NeuCo’as eqhity method investment gain (loss) in the statements of income. For fiscal 2006, our equity
in the losses of NeuCo-was $529,000, net of tax, which includes our share of a $1.1 million legal
settlement, which NeuCo recorded as an expense after the cornpletlon of its acquisition of Pegasus.

Cumulative Effect of Accounting Change, Net of Tax, ‘We adopted Financial Accounting Standards |
Board Interpretation Number 47 (“FIN 47”), “Accounting for Conditional Asset Retirement |
Obligations”; effective during the fourth quarter of fiscal 2006, as more fully described in Note 6 of our -
conSolidated financial statements. As a result of adopting FIN 47, we recorded a cumulative effect of
accounting change during the fourth quarter of fiscal 2006 totaling $398,000, net of tax.

Net Income. Net income increased by $2. 8 million, or 11.6%, to $27.4 million for fiscal 2006 from
$24.6 million for fiscal 2005. Diluted net income per share increased 5.2% to $2.24 per share for fiscal
2006 from $2.13 per share for fiscal 2005. Net income inéreased at'a greater rate than diluted net
income per share because diluted weighted avérage shares outstandmg increased 708,000 shares to
approxrmatelyalZ 272,000 shares for fiscal 2006 from approximately.11,564,000 shares for fiscal 2005.
The increase inidiluted weighted average shares outstandmg for fiscal 2006 is’primarily a result of the
public offering of our common stock completed in June 2003, shares issued in conriection with the

Lee & Allen, ECL, and BBG acquisitions, and stock option exercises occurring during fiscal 2006. ‘ -
These increases are offset slightly by a decrease in common stock equivalents due primarily to '
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repurchases from our share repurchase program, employee stock options, and shares underlying ¢ our
convertible debt. [ : . B .

Fiscal 2005 Compared to Fiscal 2004 _- o RN s

Revenues Revenues mcreased $78.7 million, or 36.3%, to $295. 5 million for fiscal 2005 from’
$216.7 million for fiscal- 2004 This i increase is due primarily to an increased demand for our semces
partially’ enabled by our InteCap, NECG TCA Lee & Allen, and ECL acquisitions. Our htlgatlon
reveénues grew by apprommately 48% from fiscal 2004, which was largely driven by the effects of the
acquisition of InteCap at'the end of- the second quarter of fiscal 2004 and a greater demand for our
services primarily. in our competmon and finance practice areas. We ‘experienced strong revenue growth
in our intellectual property practice area primarily because of the addition of IntéCap. As a result,
intellectual property was one of the top five revenue-generating practices’for us. Our competition -
practice grew by approximately 50% from fiscal 2004 due primarily to the NECG and ECL acquisitions,
and because of an increase of activity in the mergers ‘and acquisitions market. Our finance practice
grew by. approximately 24% primarily because of increased_demand for our services in general
securities litigation and other financial-based litigation. For example, we had an active-pipeline of work
" relating to certain states’ mvestlgatlons of business practices within the insurance industry, as well as™
SEC scrutiny of market trading -in the mutual fund industry. Our busmeqs consulting revenues increased
by approximately 22% from fiscal 2004, which was due primarily to our energy and environmental. -
practice area, and to a lesser extent, our chemical and petroleum and pharmaceutical practlce areas.
Our energy and- environmental practice area increased approximately 17% from fiscal 2004, and -
continues to be our largest business consulting pracnce in terms of revenue. Qur energy and

environmental practice benefited from several ‘ongoing large and complex_ bankruptcy—related Cases, for
energy companies, and other regulatory. disputes. The TCA acquisition also contributed to the growth
in our energy and environment practice.area during fiscal 2005. Our chemicals and petroleum practice
grew by approximately 21% from fiscal 2004, due primarily to significant- growth in revenues from'the
Middle East, which included supporting numerous clients with strategic and operational challenges
given current- high energy prices. Overall, revenues outside of the U.S: répresented approximately 19%
of total.revenues for fiscal 2005, compared -with approximately 10% for fiscal 2004. The growth in our
foreign offices was due primarily to the acquisitions of NECG, Lee & Allen and ECL and the
increase in demand for our semces 1n the Mlddle East, -

'As a result of our acquisitions’ and the increased demand for our'services, our average employee
consultant headcount increased, The'total mimber of employee consultants increased to 663 at-the.end’
of fiscal-2005, which included approxnmately 25 from the ECL acquisition, and approximately 40 from
the Lee & Allen acquisition, from 554 at the end of fiscal 2004. The remaining increase in headcount
from the end of fiscal 2004 was due to continued hiring and recruiting efforts. Increased billing rates
for our employee consultants, phased in beginning in early December 2004, also contributed to our
revenue growth. Utlhzatlon was 78% for fiscal 2005 as compared, with 79% for fiscal 2004. Revenues
derived from fixed-price engagements decreased sllghtly to 6.5% of total revenues for fiscal 2005 from
7.0% for fiscal 2004.

Costs of Services. Costs of services increased by $47.0 million, or 36.8%, to'$174 7'milli0n in fiscal
2005 from $127.7 million in fiscal 2004. The increase was due-primarily.to an overall increase in
'compensanon and benefits expense for ‘our employee consultants of $40.5 million, attributable primarily
to an increase in the average number-of. employee consultants. Qur average number of employee
consultants increased due to the, ECL, Lee & Allen, InteCap, NECG, and TCA acqunsmons as well'as
organic headcount’ growth. Relmbursable expenses increased $6.5 million, or 22.2%, to $35.6 million
from $29.1 miillion. As a percentage of revenues, costs of services increased slightly to 59.1% in fiscal
2005 from 58.9% i in fiscal 2004. The increase as a percentage of revenues was due pnmanly to an .
: mcrease in compensanon expense for our employee consultants, offset by a decrease in relmbursable
expenses’ as a percentage of revenues.
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) Selling, General, and Administrative. ~ Selling, general, and administrative expenses increased by
$19.3 million, or 33.6%; to $76.6 million in fiscal 2005 from $57.3 million in fiscal 2004. Largely due to
the ECL and Lee & Allen acqulsmons and the integration of InteCap, NECG, and TCA during fiscal
2005, we experienced an increase in overall compensauon to our administrative staff of $3.7 million, an
increase in rent-expense of $4.9 million, an increase in depreciation of property and equipment and
amortization of intangible assets expense of $3.0 million, and an increase in commissions earned by
non-employee experts of $0.4 million. Other contributors to the overall increase in selling, general, and
administrative expenses were an increase in travel-related costs of $2.2 million, an increase in legal,
accounting, and other professional fees of $1.8 million, an increase in non-billable temporary
professional services of $1.2 miilion, an increase in prlntmg costs of $0.8 million associated prlmanly
with our branding initiative in fiscal 2005, an increase in recruiting costs of $0.7 million, and an
increase in other selling, general, and administrative expenses of $0.6 million. These increases were due
prlmérlly to the.need to support a larger and more complex global company. As a percentage of
revenues, selling, general, and administrative expenses decreased to 25.9%.in fiscal 2005 from 26.4% in
fiscal 2004. The decrease was due primarily to decreases in commissions earned by non-employee
experts and a decrease in compensation to our administrative staff as a percentage of revenue, partially
offset by an overall increase in revenue at a greater rate than the increases in other selling, general,
and admmlstratlve expenses, including rent and other costs:that are prm(:lpally fixed in nature.

Interest Income. Interest income increased by $1.2 million to $2.1 million in fiscal 2005 from
$0.9 million in fiscal 2004. This increase was due primarily to higher cash and investment balances in
fiscal 2005 from our stock offering and additional cash generated from operations, as well as higher
average interest rates in fiscal 2005. Our weighted average imputed interest rate for fiscal 2005 on our
average cash and cash equivalent balances was approximately 2.7%. annualized compared with
approxunately 1.6% annuahzed in fiscal 2004.

" Interest Expense Interest expense mcreased by $1 6 million to $3. 4 rmlhon in fiscal 2005 from
$1.8 million in fiscal 2004. The increase was due primarily .to interest expense incurred for the entire
fiscal 2005 on our. 2. 875%, $90 million convertible debt, ‘and the. amortlzatlon of related debt issuance
costs; versus the partial period impacted in flscal 2004, :

- Other Income (Expense). Other income (expense) was income of $221,000 for fiscal 2005 versus
expense of $260,000 for fiscal 2004. Other income (expense) consists primarily of foreign currency
exchange transaction gains and losses. The decrease in forelgn exchange losses is-due prlmarlly to
billings and collections:from certain clients in a currency other than the. local. currency in certain of our
foreign offices. We managed our foreign currency exposuré through frequent settling of intercompany
account balances and by self- hedgmg movements in exchange rates between the value of the dollar and
foreign currencies.

Prow'sion for Income Taxes. The provision for income taxes increased by $4.6 million, to
$18.5 million in fiscal 2005 from $13.9 million in fiscal 2004. Our effective income tax rate decreased to
42.9% in fiscal 2005 from 45.5%-in fiscal 2004. The lower effective tax rate for fiscal 2005 was due
primarily to an lmprovement in results of operations in our foreign subsidiaries, primarily in the UK,
partially attributable to the ECL and Lee & Allen acqmsmons which helped to reduce the impact of
foreign net operatmg losses on the effective tax rate.

Minority Interest.  Allocations of the minority share of NeuCo’s net income resulted in deductions
to our net income, while allocations of the minority share of NeuCo’s net loss resulted in additions to
our net income. Minority interest in the results of operatlons of NeuCo allocable to its other owners
was net income of $59,000 in fiscal 2005 and net incomé of $335,000 in fiscal 2004.

Net Income. Net income increased by $8.3 million, or 50.5%, to $24.6 million in fiscal 2005 from_
$16.3 million in fiscal 2004. Diluted net income per share increased by 37.4% to $2.13 per share in
fiscal 2005 from $1.55 per share in fiscal 2004. Net income increased at a greater rate than diluted net
income per share because diluted weighted average shares increased from 10.5 million shares in fiscal
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2004 to 11.6 million shares in fiscal 2005. The increase in diluted weighted average shares outstandmg
for fiscal 2005 is due primarily to approx;mately 359,000 shares that are-included in the diluted -.
weighted average'shares-for fiscal 2005 as a result of the convertible debentures, the public offering-of .
our common stock: completed in June 2005, and an increase in the in-the-money value of outstanding
stock opttons ‘ . : R Co BRIV S RSPt
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qumdlty and. Capltal Resources . ' . !

Geneml In ﬂscai 2006, we had a net increase in cash and cash equivalents of $16.4 niillion. We'
completed the year with cash and cash equwalents of $131.6 million, and working capital of” o
$160.0 million.

On June 29, 2005, we completed a publlc offertng of 1,899,227 shares of our common stock at a
price of $53.75 per share. Of the 1,899,227 shares sold, 710,000 shares were offered by us and 1, 189 227
came from selling shareholders. We received net proceeds of approxxmately $35.9 mlllton after .-

‘deducting the underwrltmg discount and estimated offering expenses. As part of the offermg, we

received additional net proceeds of approximately $2.6 million from the exercise of 138, 187 options by
the selling shareholders. The net proceeds from the offering were intended to be used for general
corporate purposes, including workmg capltal and possible acquisitions of and investments in

- complementary busmesses

On May 23; 2006, we acquired certain assets of BBG for $22.9 million (after adding acquisition
costs and transaction fees paid or accrued). The $22.9 million purchase price consisted of $17.9 million~
in cash, $17.6 million of which has been paid in fiscal 2006 and $0.3 million of which was pa1d in the )
first quarter of fiscal 2007, and $5.0 million in shares of our common stock, which carry restrtctrons ‘
with respect to when they can be sold. On June 16, 2005 and April 27,2005, we completed ‘thé
acquisitions of ECL and Lee & Allen respectively. The purchase price for these acquisitions includes -
cash and loan notes that were exchanged for shares of our common stock, which carry restrictions with
respect to when-they can be sold. Upon acquisition, we paid approximately $25.9 miltion in cash and
$8.0 million in loan notes exchanged-for-147,876 shares of our common stock, which carry restrictions’

" with respect to when they can be sold.-We funded the cash pottion of the purchase price of the BBG,

e e
wfa 5o t

On November. 18 2004 we completed the acquisition of all of the equity of NECG' for~ *
approximately $10.5 million valued -using foreign exchange rates as of the date of acqutsmon (after

ECL and Lee & Allen .acquisitions from existing cash resources. i

Yt

" - deducting-cash acquired; and adding acquisition costs.and transaction fees paid or accrued) consisting’'

of $7.5 million in cash and 75,261 shares of our common stock valued at $3.0 million. These shares .

" carry restriction with respect to when they can be sold. On November 12, 2004, we completed the
. acquisition of TCA for approximately $7.8 million (after adding a working capital adjustment,

acquisition costs, and transaction fees paid or accrued). The purchase price consisted of $6.7 million in
cash and.25,900 shares of our common stock valued at $1.1 million. These shares carry restrictions with

o . respect 10'when they can be sold. We ﬁmded the cash portion of the purchase price of the NECG and
. TCA acquisitions from existing cash resources. On April 30, 2004, we completed the acqutsmon ‘of ¥
-InteCap, Inc. We purchased lnteCap for approxnmately $79 4 million (after deducting cash’acqulred e

and' adding acquisition costs and transaction fees paid or accrued). We funded the purchase price’ “from’
existing cash resources and borrowmgs of $39.6 million under our line of credlt In the third quarter of

“fiscal 2004, we completed a private placement of $90 million of convertible senior subordinated

debentutes due in 2034, We used the majority of the net proceeds from this offering to repay the
amounts outstanding under the line of credit, to repurchase 622,200 shares ‘of our common stock
concurrently with the placement of the debentures, and to pay offermg expenses. i b

Rl P

. We belteve that current cash balances cash generated from operat10ns and amounts. avatlable, :

under our bank line of credit will be sufficient to meet our anticipated working. capital and capital . i

expenditure requirements for at least the next 12 months. Ca ot
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Sources and Uses of. Cash in-Fiscal 2006. During fiscal 2006, net cash.provided by operations was
$47.4 million. The sources of cash.in: operatrons include net income of $27.4 million, which included
depreciation and amortization expense of $10.3. mtlhon share-based compensation expense of
$4.6 million,.a decrease in deferred tax:assets of $2. 5 .million, excess tax benefits from share-based
compensation of $1.4 million, and an increase-in accounts payable, accrued expenses, and other-.
liabilities 0f-$19.4 million.- The increase in accounts .payable, accrued expenses; and other liabilities is
prlmartly due to an increase-in accrued bonuses for our employee consultants; most of which will be : :
paid.in the first and second quarters of fiscal 2007. These sources of cash in operations were offset by
. uses of cash 1ncludmg an increase in accounts recelvable and unbilled servrces of $5. 5 mlllron and
$10.6 million, respectrvely

© . We used $30.0 mllllOl‘l of net cash from mvestmg activities during fiscal 2006. $17 6 mllhon of net .
cash was used for the acquisition of certain assets of BBG. and $6.1 million was used for capital
expendltures In addltlon there was-a decrease in cash of $4.8 million because we no longer
consohdatc NeuCo We -also uséd §1.5 million for the payment of ‘additional consideration relatmg to .
acqulsmons most of which’ was contmgent upon the acqutred companles reachmg certain post
transactron revenue targets. '

We used $1.6 million of cash from f’ nancmg activities durmg ﬁscal 2006. Cash used in fmancmg

. activities was prtmarrlytused to repurchase 242,949 shares of our common stock for approximately
$12.0-million in cash; as-wéll as $1.0 million for payments on notes payable to former shareholders. In
July 2(106 we announced that.our Board of Directors authorized a ‘multi-year share repurchase
program of up | to a total of 500,000 shares of our.common’ ‘stock. The _primary purpose of the
repurchase plan is to offset the dilutive impact of stock options and restricted stock grants that have
been or may bel granted to employees, indepéndént directors,:and non-employee consultants We expect
to contmue to repurchase shares under the share: repurchase program. This was.offset by proceeds o
from theé’ cxercrse of stock options of $9, 6. million, $1 4 million from excess tax benefits on'share- based
. compensation pursuant to SFAS No. 123R and $0. 4 million for collections on receivables from
shareholders.

Private Placement of Canvemble Debt In 2004, we completed a private- placement of $90 mlllron
of 2.875% convertible senior subordmated debentures due 2034. The debentures are our direct,
unsecured senior. subordinated obhgatlons and rank juniorsin right of payment to our existing bank line
of credit, and any, future secured:mdebtedness that we may designate as senior indebtedness. Interest of
approxtmately $1.3° million i is payable semi- annually on June 15, and December 15. ' B

© As a result of our e]ectton on December 14, 2004 we must settle the conversron of the debentures
as follows: (i) $1,000,i Jin cash ) per $1, 000. pnncrpal amount of debentures converted .and (u) in cash or
shares of our common stock (at our further elcctlon except for cash in lieu of fractional shares) any
conversron obllgatlon that exceeds the prmcrpal amount ‘of the debentures converted -

fefe - AT

™ Pursuant to the terms, of the tndenture governmg the debentures since the closing stock price
equaled or, exceeded the $50 per share contmgent conversron trtgger price’ for 20 out of 30 consecutive.
tradmg days endmg on November 25, /2006, the market pnce conversion tnggcr was satisfied and
holders .of .the debentures are able to ‘exercise their right. to convert the bonds durmg the first quarter
of ﬁscal 2007. On February:2, 2007 the Iast reported sales price of our common stock was greater than
$50 per ‘share for the twentieth day in'the’ thirty consecutive tradmg day perlod ending on the last day
of our first ‘quarter of fiscal 2007, ‘Because of this occurrence, holders of the debentures may convert
them durmg our second fiscal quarter endrng on May 11,°2007. This test is repeated each fiscal quarter.
To date, ho conversions havé’ occurred We believe that in the event the contingent conversron trigger
price is met, it is unlikely that a significant percentage of bondholders will exercise their right to
convert" because the debentures have traded at a premium over their conversion value. However, since
holders!of the debentures-are able to exercise their right-to convert the bonds as of November 25, 2006-
and because we intend to use_arnounts available under our bank line.of credit in the event debenture --
holders exercise their rights to convert, in accordance with SFAS No. 6, “Classification of Short-Term

A
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Obligations Expected to be Refmanced” we have classified $87.0 million of the $90.0 million
convertible debt, which represents the estimated amount- avallable under our line of credit, as long- term
debt as of November 25, 2006, in' the _accompanying.( consoladated balance sheet; while the remaining
$3.0 million is classrfred as short-term. Our revolving- line. of credlt to, borrow up $90.0 million expires -
on April- 30 2009 and it is our intention ‘to. renew or replace the line-of credit,:as desirable and .
available, whrch would allow us to continue’to classify our. convertible’ debentures as long-term debt, .
rathér than short-term in future years. In addition, the, lrne of. credlt glves Us additional flexibility to’ -+
meet our unforeseen f1nancral requrrements - - T .

We will also be requrred o pay-contingent intérest on the. appllcable interest payment date to: the ‘
holders of the debentures for the period’ commencing June 20, 2011, and ending December 14, 2011, if
the average tradrng price of the debentures for each of-the last five trading days immediately preceding
June 20; 2011, equals 125% or more of the principal amount of the debentures. Thereafter, we will pay
contmgent interest on the interest payment date for a six-month interest period'if the average trading -
price of the debentures during the five trading day period 1mmedlatelyfpreced1ng the fifst day of the
apphcable six-month interest.period eéquals or.exceeds 125% of the principal amount of .the.debentures.
The contingent interest payable per debenture will equal 0.25% of the’ average tradlng price of such
debenture dunng the applrcable flve tradmg day reference- perlod ' '._ : o :

-

We may elect to redeern all or. any portion of the debentures on- oF. after June 20 2011 ata -
repurchase price. equal to,100% of .the’principal amount of, the debentures, plus accrued and unpaid
interest. We may be-required to repurchase ali-or any portion of the debentures _at the option of each
holder, on. June’ 15, 2011, June'15, 2014, June 15, 2019, June 15,-2024; and :June 15, 2029, and upon
certain specified fundamental changes, at a price equal to 100% of the prmc1pal amount of the
debentures, plus. accrued and unpaid. 1nterest Upon a fundamental change involving 'a change of -
control: of CRA,; e - ‘may also be requrred to pay a make-whole premium which in some cases could be
substannal which may’ ‘be paid in. cash, shares’ of common stock -or a’combination thereof, to the
holders of debentures who . elect to requrre us.to repurchase or. convert debentures

Borrowmgs under the Revolvmg Line of Credrt We are party to a senior loan agreement w1th our
_bank for'a-$90 million. revolvmg line- of credit with a rnaturrty date of April 30, 2009. Subject to the-
‘térms ofsthe- agreement ‘We may use’ borrowmgs under: this ling of credit for acquisition financing, .
working capltal general\ corporate: purposes letters of credrt and forelgn exchanges contracts. The |
available line- of, credit i§ reduced,-as necessary, 10. account for. certain- letters of credit outstanding: The
~ $90 mllhon creclrt facility, allows us to’ mmgate the potentral llqmdrty rrsk and: to provide funding if
reqmred in the event of conversion by the debeniture’ holders. Funds avallable under the expanded
- facrlrty will allow us to, conttnue to classrfy up to $90*mllhon of | our convertlble debentures as long-term
debt, rather than short term and will g1ve us; addrtlonal ﬂexrbrlrty to meet our - unforeseen financial
requirements. There. were no amounts outstandlng under- this line, of credit as of November 25, 2006,
and the line of cred1t then avallable was $88 6 mrllron reduced for letters of credit outstanding.” *

Borrowmgs tinder our credit- facrllty bear lnterest .at our optlon erther at. LIBOR plus an
appllcable margin or at the, prlme rate. Apphcable margms range from 0.75% to’ 1.50%; dependmg on
the ratio of our consolidated total debt to consolidated earnings before ||1terest taxes, deprecratlon and
amortlzatlon or, EBITDA for the precedmg four fiscal quarters, sub]ect to various adjustments stated
in the’ senior Ioan agreement. These margins are adjusted both quarterly and each time we borrow
under the credit facility. Intefestis payable monthly. A commrtment fee of.0. 165% is payable on the
unused portlon‘of the credit facrhty Borrowmgs -under the credit’ facrlrty are secured by 100%" of the
stock of: certain of. our U.S. subsidiaries and by 65% of the- stock of ‘our forelgn subsldranes amountmg
to, net assets of approx1mately $105. 7 million as of November 25, 2006 :

Debt Restnctrons Under our senlor credit agreement, we must comply with various financial and
‘non-financial covenants "The financial covenants require us to maintain 4 minimum consolidated -
_working capltal of $25.0 million' and require us to comply wrth a consolidated-total debt.to EBITDA
. ratio of not! more than 3 5to 1. 0 and’ a consolldated senlor debt to EBITDA ratio of not more than 2.0
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to 1.0. Compliance with these financial covenants is tested on a fiscal quarterly basis. In-March 2005,
we amended the-definition of “current liabilities” included in-the working capital covenant of the
senior credit agreement to exclude any: convertible. subordmated debt for which we. have not been
notified of the intention to convert. The non- -financial covenants of the senior credit agreement prohibit
us from paying dividends and places: restrlct1ons on our ability to incur additional-indebtedness;
repurchase our securities, engage in acqu1smons or dlsposmons and enter into business combinations.
Any indebtedness outstanding’ under the senijor credlt fac1l|ty may become immediately due and payable
upon’ the occurrence of stated ‘events of default mcludlng our failure to pay prmcrpal interest or fees
or a violaticn of any ﬁnancral covenant. We obtained permission under our senior credit agreement 10
repurchase shares of our-common stock durmg the third quarter of fiscal 2006.

‘As of November 25, 2006 we were in complrance w1th our covenants under the semor credlt
agreement : .

Other Matters.  As part of our busmess we regularly evaluate opportumtaes to acqu1re other
consulting firms, practices or groups or other businesses. In recent years, we have typicatly pald for
acquisitions with cash, or a combination of- cash and our common stock, and we may continue to do so
in the future. To pay for.an acquisition, we may . use cash on hand cash generated from our operations
or borrowings under our revolving credit facility;.or we may pursue other forms of financing. Our
ability to secure short-term and long-term debt.or equity financing in‘the future will depend on several
factors, including our future profitability, the levels of our debt and equity, restrlcuons under our
existing line of credit and the overall credit and equ1ty market -environments.

On May 23, 2006, we dcqtured certain assets.of The Ballentme Barbera Group, LLC, as more fully
described in Note 2 of our consolidated financial statements, for approximately $22.9 mllllon consisting
of $17.6 million in cash, $0.3 million in acqutsmon costs and transaction fées paid or accrued;, and
$5.0 million in restricted stack. On the date of acqu151tlon ‘we paid $17.3 million of the purchase price.
A second payment of $0.3 million was paid in the first quarter of fiscal 2007. Additional purchase
consideration may be payable based upon specific performance metrics. : .

The purchase agreements for BBG, ECL, Lee & Allen,, TCA and NECG provide for addmonal
purchase consideration for up to five years followmg the transactions, if specific performance targets
are met. These earnouts are payable in cash.and/or our common stock. During the fourth quarter of
fiscal 2005, we recorded an additional $1.1 million of purchase price, which was paid in cash and
common stock during the second quarter of fiscal 2006. Durmg fiscal 2006, we recorded an additional
$1.5. m1111on of purchase price,. including $1.2 million in promissory notes and $0.3 million of our-
common stock, related to these acquisitions. Thé common stock was issued in fiscal 2006 and the
promissory notes were paid in the first quarter of fiscal 2007.

In connectlon with ‘our acqu1smon of InteCap, ceftain InteCap employees purchased an aggregate
of 87,316 shares of common stock.in- exchange for full recourse, interest- -bearing notes, maturmg in-,
June 2007, totaling approximately, $2 9 mllllOl"l These notes, net of prmcrpal payments received, are
recorded as a reducnon of shareholders equrty as ‘of November 25 2006

- Also in connectlon with our acqutsmon of InteCap, we owe amounts to certain formér InteCap
employees in connection with the InteCap deferred’ compensatlon plan that was established prior to'the
acquisition. The principal amount of $2.9 million, plus-accrued’interest, will be paid.-in.the second
quarter of fiscal 2007, and is included in current lrabllmes as of November 25, 2006 :

Contingencies. In connection with the BBG acqu1smon completed in May 2006 ECL and- Lee &
Allen acquisitions completed in fiscal 2005, and with the NECG and TCA acquisitions completed in
fiscal 2004, we agreed to pay additional conmderauon in cash and our common stock with: «certain of
these acquisitions, contingent on the. achrevement of certain performance targets by. the reSpectlve
acquired businesses. We believe that’ we will have suffrcrent funds to satisty any obligations telated to
the cortingent consideration. We expect to fund these contingent cash payments if any, from existing
cash resources and cash generated from operations. :




Impact of Inflation. To date, inflation has not had a material impact on our financial results. -
There can be no assurance, however,rthat 1nﬂat10n will not- adversely affect our- fmanc1al results in- the
future Sy (S A , I Con RN :

1 . L. - . Sy PUEE . . .
FEES . . s ‘. e

Contractual Obhgatmns . _ e KIS NN

The’ followmg table presents mformatlon about our known contractual obllgatlons asof- 0 ¢
November 25, 2006.. It does not- reflect ‘contractual obhgatrons that may have arisen_or-may ‘arise.after
that date, Except for. hrstoncal facts, the mformatnon in thls section is forward lookmg information:

“ , N - . A ,l. ,_‘,, N ' .
' T . : ThEL LT Paymems due by perlod . SRR
Contractual Obligations '._.' R " Total . Fiscal 2007 . Fiscal 2008:2009 , Fiscal 2010-2011 After Fiscal 2011

(in lhousands) -

Loa

Debt obligations:

Notes payable to former ' e : .

- shareholders ... ... .0 00008 242§ 2427 .08, — $§ — dme . § =
Notes payable to sellers- ;. ... . . 1,142 L2 . 7 — —
‘Convertible debentures - - = - : S ’ . T b

payable(1) ............ ... . 90,000 3 000 v+ 87,000 — o e
Deferred compensation. . . . . . . 2,865 2,865 - " - — o= =

Total debt obligations. . ... ...... . ‘..94,249' 7,249° . 87,000 = —
Capital lease obligations. . . . . LSt e e — e
Operating lease obligations . ...... . 82941 13279 -, 25200 16,582, 't - .‘1 27 880 -
Purchase obligations(2) ......... Ce 2300 - . 300 0 — . — s L =
Other long-term- liabilities reflected . . . . - S R e T
on our balance sheet under - .. - e ‘
GAAP ............. [ .'_.-{.'_'.—l‘ : —_— e — ) L — — :

Total ....% ... .. $177,490 '$20,828 - $112,200 : $16,582 , - $27,880

T
{

’

(1) As set forth in the indenture governmg the eonvertlble debentures, since our stock -price} equaled |
.~ or exceeded the $50 per .share-for 20 out of 30 consecutive trading days ‘ending on-November- 25; -
.+2006.and February'16, 2007, the market price conversion trigger, was satisfied and. holders of the, oy
debentures are able to exercise.their.right to convert the bonds during the first and second {55, - hna

quarters of fiscal 2007 We believe that it is unlikely that a significant percentage.of bondholders .-
will-exercise their right to convert because the debentures havestraded at a premium over their
conversion value. Therefore, since holders of the- débeTitures are able' to exercise their right to

.. convert, the bonds as of November 25,2006 and we intend,to use amounts’ avallable under our
barik line of credlt in the évent 'debenture holdérs exercnse thelr rlghts to convert,' in accordance _
with SFAS No. 6, “Classification of Short-Term Obllgatlons Expected fo be Refinanced”, we have

" ‘classified $87.0 million of the $90.0 million convertlble debt, which’ represents the’ estlmated”“ i - i
amount available under our line of credit, as long-term debt as of November 25, 2006, While the ="
remaining $3.0 million is classified as short-term. Our: revolvmg line of credit to borrow up
$90.0 million expires on :April 30, 2009 and it is our intention to renew or replace the'life ot -4
credit, as desirable and avallable which.would allow us to continue to classify.our convertible - ™
debentures as long-term debt rather than short-term in future years. In addition,.the line of credit®
gives us additional flexibility to meet our-unforeseen financial requirements. Interest of
approximately $1.3; million, is’ payable semi- annually on June 15 and December 15. We will also be,
required to. pay contmgent mterest on the applicable mterest payment date to the’ holders of the * y
debentures for the period commencmg June 20, 2011 and: endmg December 14, 2011} if the ‘
average trading price of the_ debentures for each of the last five trading. days immediately ’
preceding June 20, 2{]11 equals 125% or more of the principal amount of the debentures.
Thereafter, we w1ll pay contmgent interest on the mterest payment date for a suc month interest




period if the average trading price of the debentures during the five trading day period -
immediately preceding the first day of the applicable-six-month interest period equals or exceeds
125% of the principal amount of the debentures. The contingent interest payable per debenture
will equal 0.25% of the average tradmg price of such debenture during the appllcable flve tradmg
day reference period. ,

(2) The BBG, ECL, Lee & Allen, NECG, and TCA business acquisitions involve. contmgent
- . consideration. Any additional payments related to these conungenmes will be accounted for as

additional goodwill. Payment of the additional consideration is generally contingent upon the
acquired companies reaching certain revenue targets. The milestones associated with the
contingent consideration must be reached beginning in fiscal 2005 through fiscal 2011. Since it is
not possiblé to estimate if or when the acquired companies will reach performance milestornes, or
the amount of contingent consideration based on future revenues, the maximum contingent
consideration has not been included in the table above. '

“We are party to standby letters of credit with two financial institutions in support of the minimum
future lease payments under leases for permanent office space and bonds required per the terms of
certain llmlted project proposals amounting to $1.6 million as of November 25, 2006

Factors Aﬂ'ectmg Future Performance

Item 1A of this annual report sets forth risks and uncertainties that could cause actual results to
differ materially from the results contemplated by the forward-lookinig statements contained in this
annual report. If any of these risks, or any risks not presently known to us or that we currently believe
are not significant, develops into an actual event, then our: busmess financial condition, and results of
operations could be adversely affected.

Item 7A—Quantitative and Qualitative Disclosure ‘About Market Risk

As of November 25, 2006, we were exposed to market risks, which prlmanly include changes in
U.S. interest rates and foreign currency exchange rates.

~ From time to time, we may maintain a portion of our investments in financial instruments with
purchased” maturmcs of one year or less and a portion of our investments in financial .instruments with
purchased maturmes of two years or less. These financial 1nstruments are subject to interest rate risk
and will declme in value if interest rates increase. Because these financial instruments are readlly
marketablé; an' immediate increase in interest rates would not have a material effect on our financial
position.

We are subject to. risk from changes in foreign exchange rates for our subsidiaries that use.a
foreign currency as their functional currency. We currently manage our foreign exchange exposure -
through. frequent settling of intercompany account balances and by self-hedging our foreign dollar
position. We do not currently enter into foreign exchange agreements to hedge our exposure, but we
may do so0 in the future. _ .

MIEARYaLS
Item 8—Financial Statements and Supplementary Data

We have ‘included our consolidated financial statements in this annual report starting on
page FS-1. We have provided an index to our consolidated financial statements on Page FS-1.

Item- 9—Changes in and D:sagreemeuts with Accountants on Accounting and Financial Drsc.'osure

e st

Not apphcable
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Item 9A—Controls. and -Procedures

Evaluation of Disclosure Controls and Procedures

“Under the supemsmn and with- the part1c1pat10n of-our management including our President and
- Chief Executlve Officer and our Chief Financial Officer, we evaluated the effectiveness of our - .
disclosure conirols and procedures as of the end of the period covered by this report. Based upon that
evaluation, our President and Chief Exeeutwe Officer and our Chief Financial Officer concluded that
our disclosure controls and procedures were effectlve to pr0v1de reasonable assurance that we record,
process, summarize and report the 1nformat10n we must disclose in reports that we file or submit’ under
the Securities Exchange Act of - 1934 as amended within the tlme periods specified in the SEC’s rules
and forms .

Evaluanon of Changes in Internal: Contro[ ovér Financial Reportmg

Under the supemsmn and with the part1c1pat|0n of our management, mcludmg our President and
= Chief Executive OffICCI' and our Chlef Fmanmal Officer, we have determined that, during the fourth
quarter of fiscal 2006, there were no changes in our intérnal control over financial reporting that have

. affected, or. are reasonably likely to affect materially our internal control over financial reporting.

Managemem’s Report on Intemal Control over Financial Re;ioning

Our management is respon51ble for establishing and maintaining adequate internal control over
financial reporting; Under the supervision and with the participation of our management, including our
President and Chief Executive Officer,and our Chief Financial.Officer, we assessed the cffectiveness of
our internal.control over financial reporting as of the end of the period covered by this.report based on
the framework in “Internal Control—Integrated Framework” issued by the Committee of ‘Sponsoring
Organizations of the Treadway Commission. Based on’that assessment, our President and Chief -
Executive Officer and our Chief Financial Officer concluded that our internal control over financial
reportlng was effectlve to provide reasonable assurance regarding’ the reliability of our financial
reporting and the preparation of our. financial statements for external purposes in accordance with U S.
generally accepted accounting principles.

- Our mdependent reglstered pubhc accountmg firm, KPMG LLF, has issued an attestation report
© On our management’s assessment-of our internal control over f1nanc1al reporting. The attestation report
s 1ncluded hereln

[mpon‘ant Considemtions

The effectiveness of our dlsclosure controls and procedures and our internal control over fmancnal
reportmg is subject to various inherent limitations, including cost limitations, judgments used in '~
decision making, assumptions about the likelihood of future events, the soundness of our Systems, the
possnblhty of human error, and the risk of fraud. Moreover, projections of any evaluation of
effectiveness to future periods are sub}ect to the risk that controls may become inadequate because of
changes_ in conditions and the risk that the degree of comphance with policies or procedurés may ™
deteriorate over time. Because of these limitations, there can be no assurance that any system. of
disclosure controls and procedures or internal control over firtancial repomng will be successful in’
preventing all errors or fraud or in making ali materlal information known in a timely manner to the
appropnate levels of management

LIS

Report of Independem Regzslered Pub[rc Accounting Firm on Intemal Control over Financial Repomng
T'he Board of Directors and Shareholders of CRA International, Inc.

" We-have audited management’s assessment, included in the accompanying-Management’s Report
on Internal Control over Financial Reporting that CRA International, Inc. maintained effective internal
control over financial reporting as of November 25, 2006, based on criteria established in Internal

'
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Control—Integrated Framework 1ssued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria). CRA International, Inc.’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility is to express an opinion on management’s
assessment and-an opinion on the effectiveness of the company s internal control over financial
reportlng based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (U.S.). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether. effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, evaluating management’s assessment, testing and evaluating the design and
operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reportmg includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide' reasonable assurance that transactions are W
recorded as necessary to permit preparation of financial statements in accordance with generally ‘
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
- 1o the risk that controls may become inadequate because of changes in conditions, or that the degree
-of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that CRA International, Inc. maintained effective
internal control over financial reporting as of November 25, 2006, is fairly stated, in all material
respects, based on the COSO criteria. Also, in our opinion, CRA International, Inc. maintained, in all
material respects, effective internal control over financial reporting as of November 25, 2006, based on
the COSO criteria.

»  We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (U.S.), the consolidated balance sheet as of November 25, 2006, and the related -
‘consolidated statements of income, cash flows and shareholders equity for the year ended

November 25, 2006 of CRA International, Inc. and our report dated February 8, 2007 expressed an
unqualified opinion thereon. Such report includes an explanatory paragraph regarding the Company’s .
adoption of Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-Based
Payments”, effective in the first quarter of fiscal 2006, and Financial Accounting Standard Board
Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations,” effective in the
fourth quarter of fiscal 2006.

fs/ KPMG LLP

Boston, Massachusetts
February 8, 2007
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PART 111

We have omitted the information required in Part 111 of this annual report because we intend to
include that information in our definitive proxy statement for our 2007 annual meeting of shareholders,
which we expect to file before 120 days after the end of fiscal 2006, We incorporate that information in
this annual report by reference to our 2007 proxy statement.

Item 10—Directors and Executive Officers of the Registrant

We' mcorporate the information required by this item by reference to the sections captloned
- “Executive Officers and Directors”, “Corporate Governance”, and “Section 16(a) Beneficial Ownership
Reporting Compliance™ in our 2007 annual proxy statement.

Il

Item 11—Executive Compensation
We incorporate the information required by this item by reference to the section captioned
“Compensatlon of Directors and Executive Officers” in our 2007 annual proxy statement.
“'Item 12—Security Ownership of Certain Beneficial Owners and Management and Related Shareholder
Matters

We incorporate the information required by this item by reference to the sections captioned
“Security Ownership of Certain Beneficial Owners and Management” and “Compensation of Directors
and Executive Officers—Equity Compensation-Plans” in our 2007 annual proxy statement.

Itém 13—Certain Relationships and Related Transactions

We incorporate the information required by this item by reference to the section captioned
“Transactions with Related Parties” in our 2007 annual proxy statement.

- Item 14—Principal Accountant Fees and Services

We incorporate the information required by this item by reference to the section captioned
“Principal Accountant Fees and Services” in our 2007 annual proxy statement.
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} . PART v
Item IS—Ethtbtts and Fmanaa! Statement Scheduies N

(a) Fmam:tal Smtements Schedules ‘and Exhibits. We have llsted our consoltdated fmanc1al
statements filed as part of this aninual’ report in the index.to, consolrdated financial statements on page
FS:1. "We have' hsted the exhibits ftled as-part_of this annual report in the accompanying “exhibit mdex .
Wthh follows the srgnature page to this annual report. -

(b) Exhtbtts ‘We have hsted the exhibits filed as part of. thlS annual report in the accompanymg
exhtblt mdex whrch follows the’ srgnature page to this annual report :

(c) Fmanaal Statement Schedulés. We have omitted all financial statement schedules because o
they are 0ot applrcable or fot required or because we have included the necessary. information i in: our
. consolldated financral statements or related notes.

46




authorlzed

Date: Februa"ry 8, 2007

Signature
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/s/ ROWLAND T. MORIARTY

Rowland T. Moriarty

/s/ BASIL L. ANDERSON

Basil L. Anderson
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Pursuant to the reqmrcments of Section 13 or 15(d) of the Securmes Exchange Act of 1934 the
registrant.has duly caused thlS report to be signed on its behalf by the undersigned, thereunto duly

By: James C Burrows

. Pres:den! Chzef Executive Oﬁicer and D:rector -

‘Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant in the capacities and on the dates indicated.

Title

President, Chief Executive Officer, and
- Director-(principal executive officer)

Executive Vice President, Treasurer, and
Chief Financial Officer (principal
financial and' accounting officer)

Chairman of the Board -
Director

Director.

Director .

Director
Director
Diréctor

Director
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- EXHIBIT INDEX

Exhibit No. Description
3.1'(1) - ‘.Amended and Restated’ Artlcles ‘of Orgamzatlon
3.2(2) Amended and Restated By-Laws
4.1(3) Specimen certificate for common stock
4.2(4) ~Indenture governing the 2. 875% Convertible Senior Subordinated Debentures Due 2034
\ dated June 21, 2004 between CRA as issuer and U.S. Bank National Association as
- trustee, including the form of 2.875% Convertible Senior Subordinated Debentures Due
- 2034 attached as Exhibit A thereto : -
4.3(5) Election Notice delivered to U.S. Bank pursuant to Section 15.02(i) of the Indenture
4.4(6)-.-°  Resale Reglstratlon nghts Agreement dated June 21, 2004 between CRA and J.P. Morgan
v Securities Inc.
4_.5(65 ’ Letter Agrecment dated October 18, 2000 between CRA and Gordon C. Rausser
' 10.1(7)‘_ " 1998 Incentlve and Nonqualified Stock Option Plan, as amended
_1[').'2(1)"‘T 11998 Employee Stock Purchase Plan
10.3(8)* 2004 Nonqualified Inducement Stock Option Plan
10.4(9)* ° 2006 Equity Incentive Plan
10.5(10)* Form of Incentive Stock Option under the 1998 Incentive and Nongqualified Stock Option-
; Plan, as amended
10. 6(10)* Form of Nonqualified Stock Option under the 1998 Incentive and Nonqualified Stock -
- Option Plan, as amended
10. 7(10) Form of Nonqualified Stock Optlon under the 2004 Nonqualified Inducement Stock:
Option Plan .
10.8(11)*  Form of Restricted Stock Agreement for Non-Employee Director Award Pursuant to -
) e Section 6.9 of the 2006 Equity Incentive Plan ) -
- 10.9(11)* Form of Restricted Stock Agreement for Employee or Independent Contractor Awards
‘ under the 2006 Equity Incentive Plan
10.10*  Form of Nonqualified Stock Option under the 2006 Equnty Incentive Plan
- 10.11(12)*  Offer Letter with Wayn¢ D. Mackie dated June 3, 2005.
10.13* -, Summary of Director Compensanon
10.14(1) " Office Lease Agreement dated as of March 1, 1978 between CRA and John Hancock
- Mutual Life Insurance Company, as amended
‘10.'15(14) Amendments to Office Lease Agreement dated March 1, 1978 between CRA and John
.+~ - . Hancock Mutual Life Insurance Company, as amended
1d.f6(15) - Fifteenth Amendmenf to fo'ic‘e‘ Lease Agreement dated March 1, 1978 between CRA and
-+ - John Hancock Mutual Life Insurance Company, as amended
10.17(4) .- Sixteenth Amendment to Office Lease Agreement dated March 1, 1978 between CRA and
-+ John Hancock Mutual Life Insurance Company, as amended
10.18(1)‘ Office Lease Agreement dated as of March 6,-1997 between CRA and Deutsche
L Immobilien Fonds Aktlengesellschaft
1?):1'9("14) Office Lease dated as of November 29, 1999 between CRA and 1201 F Street, L.L.C., as

amended
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Exhibit No.

Description

10.20(16)

r0.21'(1) |

10.22(1)
10.23(17)

£10.24(18)
10.25(19)
10.26(20)

10.27(21)

10.28(22) -

10.29(23)
10.30(20)
10.31(21)
| 10.32(19)

211

23.1

232

. osLr

6312
Fot

Agreement dated as of October. 26, 2006 by and among 99 Bishopsgate. (No.1) Limited
and 99 Bishopsgate (No.2) Limited, Hammerson UK Properties PLC, 99 Bishopsgate
Management Limited, CRA. Internatidnal (UK) Limited, and CRA International, Inc.
(including forms of lease agreement)

Form of consulting agreement wrth outside experts

“Stock Restrlctlon Agreement between CRA and its pre- IPO stockholders

. Frrst Amendment to Stock Restrlctron Agreement dated as of March 27, 2003 between
. CRA and certain: holders of pre- IPO stock -

Second Amendment to Stock Restnctron Agreement dated as of June 10 2005 among
CRA and certain holders of pre-IPO: stock :

Loan Agreement dated as of January 14, 2004 between CRA and Cltrzens Bank of
Massachusetts

First Amendment to Loan Agreement, dated as of March 29, 2005, by and between CRA
and Citizens Bank of Massachusetts. -

Second Amendment to Loan Agreement dated as of June 20, 2005 by and between CRA
and Citizens Bank of Massachusetts.

Third Amendment to Loan Agreement,'dated as of April 17, 2006, by and_ between CRA
and Citizens Bank of Massachusetts

Fourth' Amendment to Loan Agreement dated as of July 25, 2006, by and between CRA
and Citizens.-Bank of Massachusetts.

First Amendment to Revolving Note, dated as of March 29 200s, by and between CRA
and Citizens Bank of Massachusetts.

. Second-Amendment to Revolving Note, dated as of June 20, 2005, by and between CRA

and Citizens Bank of Massachusetts.

Stock Pledge Agreement dated as of January 14, 2004 between CRA and Citizens Bank of
Massachusetts

Subsidiaries

Consent of KPMG LLP, Independent Reglstered Public Accounting Firm
Consent of Ernst & Young LLF, Independent Reglstered Public Accounting Firm
Rule 13a-14(a)/15d-14(a) certtﬁcatlon of prtncrpal executive officer '

Rule 13a-14(a)/15d-14(a) certlflcatlon of prmcrpal financial officer

Section 1350 certification

't

Management contract or compensatory plan

: Where a numbered note follows an exhlbrt number we incorporate that exhibit by reference to the
srmllarly named document filed as an exhlbtt 1o the followmg documents

(1
@
(3)
(4)
)
6)
i (7)

Our registration statement on Form §8-1, File No. 333-46941.

Our current report on Form 8-K filed Janiary 26, 2005.

Our regrstratlon statement on Form $-8 filed April 21, 2006.

Our quarterly report on Form'10-Q for the quarter ended May 14, 2004.
Our current report on Form 8-K filed December 15, 2004,

Our registration statement.on Form S-3, File No. 333-118691.

Our quarterly report on Form 10-Q for the quarter ended May 10, 2002.
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(8) Our quarterly report on Form‘10-Q for the quarter ended September 3, 2004,

-(9) Annex ‘A of our definitive proxy statement f11ed March 27, 2006. .
(10) Our annual report on Form’ 10-K for the flscal year ended November 27, 2004."“ |
_ -__‘(11) Our current report on Form 8-K filed April 27, 2006 "
.' 7-(12) Our annual report on Form 10-K for the fiscal year ended November 26, 2005. |
(13)¢ Our quarterly report on Form 10-Q for the quarter ended May 12, 2006.
| (14) Our annual report on Form 10K for the flscal year ended November 25 2000. "
(15) Our’ annual report on Form 10-K for the f1sca1 year ended November 30, 2002.
' ‘(16) Our current t report on Form 8-K filed November 1, 2006,

~(17) Our current report on Form 8-K filed May 13, 2003.

(18), Qur current report on Form 8-K filed June’ 16, 2005.
| :'?(19) Our quarterly report on Form 10-Q for the quarter ended February 20 2004

' (20) Our eurrent report on Form 8K filed April 1, 2005. '

(21) Our current report on Form 8-K filed June 24, 2005.
(22) Our current report on Form 8-K filed April 19, 2006.
(23) Our cirrent report on Form 8-K filed July 26, 2006.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of CRA International, Inc.

We have audited the accompanymg ’consohdated balance shéet of CRA International, Inc. as of
‘November 25, 2006 and- the related consolidated statements’of income, cash flows and shareholders’
~ equity- for the fiscal year then ended. These financial- statements are the responsibility of the Company’s
' management. Our resp0n51b111ty 1s to express an opmlon on'these financial statements based 'on our
audit. . ‘

T We conducted our audit in accordance with the standards of the Public Company Accounting
0verS|ght Board (U.S.). Those standards require that we plan and perform the audit to obtain

. reasonable assurance about whether the financial statements are free of material misstatement. An

. audit includes examining, on a test basis, evidence supporting.the amounts and disclosures in the

* financial statements. An audit also includes assessing the accounting principles used and significant ..
estimates made by management, as well as evaluating the overall financial statement presentatlon We

. believe that our audit provides a reasonable basis for our opmlon :

 In our opinion, the “financial statements referred to above present fairly, in all material respects,
the consolidated financial position of CRA International, Inc. at November 25, 2006, and the
consolidated results of its operations and its cash flows for the fiscal year then ended, in conforrmty
, with U.S. generally accepted accountmg principles.

. We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (U.S.), the effectiveness of CRA International, Inc.’s internal control over financial
reporting as of November 25,-2006, based on criteria established in Internal Control-—Integrated
Framework issued by the Committee of Sponsoring Orgamzatlons of the Treadway Commlsswn and our
-report dated February 8, 2007 expressed an unquallﬁed opinion thereon.

As discussed in Note 1 to the consolidated financial statements, CRA International, Inc. adopted
“the provisions of Statement of Financial Accountings Standards No. 123 (revised 2004), “Share- Based
~ Payments”. Also, as discussed in Note 1 to the consolidated financial statements, CRA
International, Inc. adopted the provisions of Financial Accounting Standard Board Interpretation
No. 47, “Accounting for Conditional Asset Retirement Obligations”.

/s/ KPMG LLP

‘Boston, Massachusetts
February 8, 2007
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Report of Independent Registered Public:Accounting Firm

The Board of Directors and Shareholders of CRA International, Inc.”™ ¢ . ‘ : SN

We have audited the accompanying consolidated balance sheet of CRA International, Inc as of
November 26,:2005 and the related consolidated statements of income, cash flows and shareholders
equity, for each of the two years in the period ended November 26,"2005. These financial statements\ i
are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan-and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and-disclosures in the . -
financial statements. An audit also includes assessing the accounting prmaples used and sngmflcant .
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion. '

In our opinion, the financial statements referred to above present falrly, in all -material respects,."*
the consolidated financial position of CRA International, Inc. at November 26, 2005 .and the »
consolidated results of its operations and its cash flows for each of the two years in the perlod ended
November 26, 2005, in conformity with U.S. generally accepted accounting principles. .

/s/ ERNST & YOUNG LLP

Boston, Massachusetts
February 6, 2006
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CRA INTERNATIONAL, INC.
C‘ONSOLIDATED STATEMENTS OF INCOME

"".j:f:!b . : Year Ended
"""”"'_-")? ’ November 25, November 26, November 27,
e 2006 - . 2005 2004
T T (52 weeks) (52 weeks) (52 weeks)
’ T . X (In thousands, except per share data)
.......... e e e $349.804 $295,474 $216,735
: ] LT 221,342 174,724 127,716
e _;.Gross profrt - f‘.'. Lt e e 128,552 120,750 89,019
C g '-Selhng, general and admmlstratlve CXPENSES.. . ... 80,601 76,562 57,286
.?"_5 “-Income from operatlons .1 ........................... 47,951 44,188 31,733
Tl 'Interest income.:......., ... e 5,089 2,149 904
T Interest EXPEIISE. o v v v v v v vt e e e e (3,424) (3,369) (1,751)
B Other ‘income (expense) e e (203) 221 (260)
_Income before provrslon for mcome taxes, minority interest, : ’
: " “ equity- method investment galn (loss) and cumulative effect
- B of . accountmg change ............................. 49,413 43,189 30,626
DU rov1510n for 1ncome BAKES . o it e (21,182) (18,530) (13,947)
' 'Income before mmorlty interest, equlty method investment S
a "o ogpain (loss) -and cumulative effect of accounting change . ... 28,231 24,659 16,679
BT Mlnonty interest”, ... . . . e e e 141 (59) . (335)
A Eqmty method investment gain (loss), net of tax. . ......... (529) — -
ot Cumulatlve effect of aecountmg change netoftax ......... (398) - =
""Net“mcome LERL P § 27445 °$ 24600  § 16344
, . ﬁ Netllncome per share: : ,
. isBasic ...l P $ 240 $ 234 $ '1.63
R 'Dilnt:eﬂ e $ 224 $ 213 $ 155
. n ' Weighted average number of shares outstandmg '
‘ ;:‘Basw L e o 11418 10,526 10,016
- Diluted ... ..oe S 12,072 11,564 10,520
" See accompanying notes to the consolidated financials statements.




"CRA INTERNATIONAL, INC: : A LS
CONSOLIDATED BALANCE SHEETS - -~ T
‘ ) -
" November 25, * November 26, ' B '.d
2006 So2008. 0 i3
*-(In thousands, 5
except shave data) Lo
ASSETS : L
Current assets: ' . : . .
Cash and cash equivalents . . .. .........0............ e $131,570 $115,203
Accounts receivable, net of allowances of $6,324 in 2006 and $5 041 in 2005 . . 71,161 64,368
Unbilled services .. ... .. ot it i e i e e e 39,319 28474
. Prepaid expenses and other assets .. ............................. 3,700 :5,597 -
~ Deferred income taxes .. ..........0 .ttt o 13,998 7 13343 .
Total current BSSEIS . ... 259,749 226 985 - -
Property and equipment, Net . ... ... ............uiireeii..n el 25,055, ~.*25,892% h
Goodwill . .. ... .. e - 141,253 ,¢ 115 219
Intangible assets, net of accumulated amartization of $4, 976 in 2006 and $3 048 IR
D 2005 L "~ 8,286 - 1299
Deferred income taxes, net of current pOrtion. ............c.iiiannn.an 2,425 ©6,32
Otherassets . ...............c.0uviun... P e e 9,128 A 5,830
Total assets .. ............ QT T $445,896 $387,545." -
LIABILITIES AND SHAREHOLDERS’ EQU[TY ' ‘
Current liabilities:. R : !
Accounts payable . ........ e e e e $ 11, 939 $ 13,670 -
Accrued expenses ... ... .. e 80,788 " 61,895
Deferred revenue and other liabitities . . . ... .. ...... ... . ... ... .. .... 8§92 ’ 2,066
Current portion of notes payable to former shareholders ............... T 242 972
Current portion of deferred compensation. ... ....... R L 2,865 —_—
Current portion of convertible debentures payable . . . . . e 3,000 =
Total current liabilities ... ... ... . ...t e 99726 78,603
Notes payable to former shareholders, net of current portion’. . .. ... ....:.... ‘2% = - 242
Convertible debentures payable, net of current portion. . . . . . A Lo 870006 - - 90,000
Deferred rent and other non-current liabilities . .................... P 6,416 5,807
Deferred compensation and other non-current liabilities . ................ 694 3,056
Deferred income taxes . . ......... ... ... ... ... ..., e 3,284 2973 .
MInOrity interest . . . ... . i e e e e e — 2,244 -
Commitments and contingencies ' -
Shareholders’ equity:
Preferred stock, no par value; 1,000,000 shares authorized; none issued and
outstanding .. . . . ... e »— —
- Common stock, no par value; 25,000,000 shares authorized; 11,462,082 and . T ’
B 11,243,100 shares issued and outstanding in 2006 and 2005 respectwely . 128,582 118,790 -
Receivables from employees. . . .. ... ... . . L L i e . (2,705).. (3,398)
Unearned stock compensation . ... .......... ... ... .0 .. .iiinn... — (15) . .
Retained earnings . . .. . . ... . it i e e 117,035 89,590 LT
Foreign currency translation . . ... ... ... . ......... e e 5,864 (347) :
Total shareholders’ equity . ... ... .. .. e 248,776 204,620
Total liabilities and shareholders’ equity .. .. ............. ... ... ..... $445,896 $387,545:
See accompanying notes to the consolidated financials statements, . J
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' CRA INTERNATIONAL, INC.
. CONSOLIDATED STATEMENTS ‘OF CASH FLOWS °
. T oo Year Ended
. 2L ’ _ November 25, November 26, November 27,
; c . 2006 2005 2004
“x { L - (52 weeks) (52 weeks) (52 weeks)
L (In thousands)
OPERATING ACT IVITIES . .
NEtIICOME « . o vt e et e e e e e e e e § 27,445 $ 24,600 $ 16,344
" Adjustments to reconcile net income to net cash provided by
. ‘operating activities, net of effect of acqu:red busmesses X T
;o ‘Depreciation and amortization -~ . (1. oL i oo 10,275 7,988 5,094
" Loss on disposal .of property and equipment . .. ............. 225 67 - 244
" Deferred.-rent and other related ... ..................... (78) 2,661 140
.- Deferredincome taxes . . . . .. ... ... 2,463 3,955 1,434
~+  Share-based compensanon expenses ...................... 4,649 133 31
- *Tax benefit on stock option exercises " .. .. ................ —_ 4,936 1,930
, "Excess tax benefits.from share- based compensation ........... (1,364) —_ —
>Equity in losses of NeuCo .. ..ot oo 529 — —
e Minority interest . ......... R (141) 59 335
Y, Changes in operating assets and liabilities: .
- -‘_“’ T,” Accounts receivable . e (5,489 8,299 (4,079
e o] .Unbilled services . . . .. e e (10,619 3,071 (245
et *Prepaid expenses and other assets . . ... .. .. . e L 160 950 (5,067
. _Accounts payable, accrued expenses, and other liabilities . . . .. ... 19,376 7,939 15,683
" * Net cash’ provided by operating activities .. ...... s 47431 41,918 31,844
INVESTING ACTIVITIES: - : i
Acqulsmon of businesses, net of cash acqulred .............. (19,138 24,322 (91,880%
Purchase of property and equipment . .................... 6,059 13,886 (8,720
. Reduction in cash due to dCCOI‘lSOlldatIOI‘l of NeuCo........... . 4,815) — ] —
" Sale of INVESEMENTS .+« v v e vt e ot e nma e oo ee e e —_ 3,265 3,002
. Purchase of investments . .. ............. .. ... . sl (1,065) (16}
Net cash used in investing BCHVILES . o oo vttt (30,012) (36,008) :(97,614)
FINANCING ACTIVITIES: "
Issuance of common stock, net of offermg COStS . . . ..ot — 35,893 —
. Issuance of common stock principally stock options.. . .. ....... 9,626 8,517 4,980
*Collections on.receivables from shareholders . . ...\ ... ... .. 409 . 362 69
iPayments on notes payable to former shareholders . . ... .. .. ... (972) (1,082) (1,039)
" Proceeds on convertible debt offering . . . ... ........ .. ... .. — 90,000
. Proceeds from line of credit . ... ... ... . o oL i - — 39,600
Payment on line of credit . . . .. e e - - * (39,600
Payment of debtissuance costs .. 2. . ... . .. o oL — — (3,322
~."Excess tax benefits from share-based compensation . .......... 1,364 — —_
Repurchase of common stock . .............. oo (11,998) — {(19,998)
‘Net cash provided by (used in) financing activities . . . . . ......... (1,571) 43,690 70,690
Effect of foreign exchange rates on cash and cash equivalents . . . . .. 519 8 154
Net increase in cash and cash equlvalents ................... 16,367 49,592 5,114
Cash and cash equivalents at beginning of year . . ;.. ........... 115,203 65,611 60,497
" Cash and cash equivalénts at end.of'year . 2% .. ... ... $131,570 $115,203 $ 65,611
" Noncash investing and financing activities:
Effect of equity method investment in NeuCo. ..., $- (254) $ — e
Repurchase of shares in exchange for notes receivable and accrued ’
101251 (=13 A AR $ —_ $ — $ 4,965
[ssuance of common stock for acquired businesses .............. $ 5394 $§ 7616 $ 4039
' Notes payable issued for-acquired businesses . ............... - $ 1142° $ — A
-Notes receivable in exchange for shares . .................... $§ 60 $ - $ 3,765
, Issuance of notes payable related to stock repurchase ........... $ - 3 — $ 726
“Supplemental cash flow information: .
" Cash'paid fortaxes. . ......... ... $ 17,353 $ 4971 $ 13478
. Cash paid for interest . . .......... e e e $ 2,920 $ 2,886 § 290
"+ . .See accompanying.notes to the consolidated financials statements.




CRA INTERNATIONAL; INC,
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Common Stack

——————— Receivables Receivable  Unearmed Foreign Total
! Shares . from Jfrom -Stock-. Retained Currency Shareholders’
Issued  Amount "Employees Shareholder Compensation Epmings Trunslation Equity
’ . (In thousands, excepl share information) . \
BALANCE AT NOVEMBER 29,2003 . . ... ... 10,176,777 8 72,792 § — $(4,500) $(40) . $ 48646 § 1,133 $118,031
Netincome . ... v v e e e e i e ‘ v 16,344 -, ’ 16,344
Foreign currency translation adjustment , . . .. . . o . 2,859 2,859
Comprehensive income . . .. . . . e ; 19,203
Exercise of stock options . . . ... ... R 320,604 4,980 4,980
_ Issuance of common stock in connection with - o Car . !
business acquisitions . . ... ..., T 99,756 - 4,039 : ) g - 4,039
- Shares repurchased and retired . . . 7. .. .. ... (642,480) (20,723) . ) (20,723)
Tax benefit'oni stock option exercises . , . . . . . . : - 1,930 1 1,930
Issuance of shares in minority interest in exchange ) ’ . . e !
for note rcccwab[e e e e 450 (450 —
Shares granted in exchange for notes receivable. . 102215 3315 (3,3_15; -
Paymeénts received on note and mlerest receivable .
from shareholder . -, .. ... ... ... .. (133,482) (4,965) : 4,500 (465)
Adjustment to revalue unearned stock . . . :
COMPENSAtION . . ..\ v v 13 (13) —
Amortization of uneamed stock compensation . . . ‘31
BALANCE AT NOVEMBER 27,2004 . .. ... .. 9,923,390 § 61.831 §$(3,765) § — ©8(22)  $64990 $3992 ° $127,026
Netincome . ... ..., ' 24,600 - 24,600
Foreign currency translauon adjustmem ....... ' (4,339) " (4,339)
‘Comprehensive income . .. ............ ' ’ 20,261
Exercise of stock options . . . .. ... ....., L. 460,004 8417 ‘8,417
" Issuance of common stock in connection with - . - ' et
business acquisitions-.'. . ... L. 147876 7,616 : 7,616
Issuance of common stock net of ot'fenng costs . 710,000 35,893 135,893
Issuance of common stock . . . . .. .. e 1,830 100 (100) I—-
Issuance of shares in minority interest . . . . . . .. 90 90
Adjustment to revalue issuance of shares in - .
minority interest in exchange for note rcccwab!c (130) 130 -
* Compensation expense on issuance of shares in - .
. minority interest . ... . Cr. L. el L - 34 34
Imputed interest on notes recewab!e from
employees . .. ..... ...l e - (25) (25)
Payments received on notes receivable from . ‘ S
employees ... ......... ... .. .. ..., ., 362 . 362
Tax benefit on stock option exercises .07, .. ... 4,936 * . . 4,936
Adjustment to revalue uneamed stock - . .t g . s
compensation . . ... .. ... L. ) 3 oL (3) , —
Amortization of unearned stock compensation . S ] * 10
BALANCE AT NOVEMBER 26 2005 . ... oL, 11.243,100 $118,790. $(3398) § © — $(15) $ 89590 § (347) 5204 620
Netincome .. ...................... T -+ 27445 27,445
Foreign currency translation adjustment . . . . . . . ' T ' © 6,211 6,211
Comprehensive income . . ... ... e - * 33,656
Exercise of stock options . . . . ... ....... .. 340,842 9626 9,626
Issuance of common stock in connection with - . Ty
business acquisitions . .. ..., ... L. 119,371 5,394 ’ 5,394
_Shares granted in exchange for notes receivable. . 1,218 60 9 60
Shares repurchased . .. ... ..........:.. (242,949) (11,998) ™ (11,998)
Payments received on'notes receivable from . oot ekt
EMPIOYEES . . . ... e , - 349 349
Share-based oompensauon expense for employees . 3,705 L. 3,705
Compensation expense on restricted shares. . . . . 500 . Y65 ST 765
Tax benefit on stock option exercises . ... .. .. . - 2,683 . ey 2,683
Effect of deconsohdanon of NeuCo . ........ (607) . (254)
Compensation expense'on issuance of shares in T o
minority interest .. ........ .. .. ... 30 .1 30
Imputed interest on notes recelvable from , . .
BMPIOYEES . . oot e ) .= 9 e
Share-based compensation expense for non- : . ’ )
employees-... .. .......... ... ..., . .. . 149 . . 149
Ad]ustmem to unearned stock compensation . . . . - (15) . : 15 —
BALANCE AT NOVEMBER 25, 2006 ........ 11,462,082°$128, 582 §(2705) §. — $— $117, 035 $ 5,864

$248,776

See accompanying notes to the consohdated financials statements. -
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CRA INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

L. Sllmma_ry of .S_igniﬁeant Accountlng Policies
Description of Business -~

- CRA International,.Inc. (the “Company,” or “CRA”), is a worldwide leading economic, financial,
and management consulting services firm that applies advanced analytic techniques and in-depth

_.imdustry knowledge to complex engagements for a broad range of clients. CRA offers two types of

services: legal, regulatory, and financial consulting and business consulting. CRA operates in only one.

) busmess segment, which is consulting services. On May 6, 2005, the Company filed with the Secretary

~of the Commonwealth of Massachusetts an Amendment to its Articles of Organization to change its

name to CRA International, Inc. from Charles River Associates Incorporated. The name change
reflects the Company’s global presence in the economic, financial and management consulting industry.

. On May 23, 2006, CRA completed the acquisition of certain assets of The ‘Ballentine Barbera .
Group, LLC (“BBG”), a Washmgton D. C -based independent consulting firm focusing on transfer

 pricing services.

. On June 16, 2005,. CRAs U K. subsidiary completed the acquisition of all of the equity of
Economlcs of Competmon and Litigation Limited (“ECL”), formerly known as Lexecon Ltd, a
London based prov1der of competition economics in Europe.

~0n Apr]l 27, 2005, CRA's U.K, subsidiary completed its acquisition of all of the equity of Lee &
Allen Consulting Limited (“Lee & Allen”), a London-based consulting firm offering financial and

' d1spute resolution and forensic accounting services to the corporate, legal,.and regulatory. markets.

On November 18, 2004, CRA’s Australian subsidiary completed its acqursmon of all of the equnty
of Network Economics ConSultmg Group Pty Ltd. (“NECG”), a premler prov1der of regulatory and

- economic consulting services in the Asia Pac1f1c region to clients in the energy, telecom, transportation,

and other industries.

. On November 12 2004 CRA completed its acquisition 'of certain assets and liabilities of Tabors
Caramanis & Associates (“TCA”), a Cambridge, Massachusetts-based economics and engineering
consulting firm spec:lahzmg in policy development busmess planning, productivity improvement,

'_teehmcal analysis, and project implementation in the energy and utility sectors.

On Aprll -30, 2004 CRA completed its acquisition of alt of the eqmty of InteCap, Inc. (“lnteCap”)

. a leadmg mtellectual property consulting firm in the U.S. specializing in economic, financial, and

'strateglc issues related to intellectual property and complex commercial disputes.

.

. 'Prmctples of Consolidation

. The consolidated financial statements include the aocounts of the Company and its'wholly owned
SUbSldlarlCS In addition, the consolidated financial statements through the second quarter ‘ended
May 12;.2006 included NeuCo, Inc. (“NeuCo™), a company founded by the Company and an affiliate of-
Commorniwealth Energy Systems in June 1997. NeuCo’s financial results were consolidated with that of

'CRA through the second quarter ended May 12, 2006; as CRA held an approximately 50% interest in -

NeuCo, which combined with CRA’s officers’ hiolding three Board of Directdrs seats and other
considerations, represented control. These directors have received NeuCo stock options in connection

with their NeuCo Board of Director responsibilities. The portion of the results of operations of NeuCo

allocable to its other owners was shown as “minority interest” on CRA’s consolidated statements of
income, and that amount, along with-the capital contributions to NeuCo of its other owners, was shown
as “minority lnterest” on CRA’s consolidated balance sheets. During the third quarter ended
September 1, 2006 NeuCO completed the acquisition of Pegasus Technolog1es Inc. (“Pegasus’ 3.
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Through the acquisition of Pegasus, the Company’s interest in NeuCo has been reduced to 36.4%. As
such, the Company began accounting for its investment in. NeuCo under the equity method of
accounting from the date of this change. For further details regarding this transaction, see the Equity
Investment section of Note 1 of the Notes to Consolidated Financial Statements.

As further disclosed in Note 2, the consolidated statements include the operations of BBG, ECL,
Lee & Allen, NECG, TCA, and InteCap since their respective dates of acquisition.

All significant intercompany accounts have been eliminated.
Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the U.S. requires management to make significant estimates and judgments that affect the reported
amounts of assets and liabilities, and disclosuré 6f contingent assets and liabilities, at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting period.
Estimates in these consolidated -financial statements include, but are not limited to, accounts receivable
allowances, revenue recognition on fixed price contracts, depreciation of property and equipment,

. share-based compensation, valuation of acqliired intangible assets, impairment of long lived assets,
including'good‘will, accrued and deferred income taxes, valuation allowances on deferred tax assets, and
accrued bonuses and other accrued expenses. These items are monitored and analyzed by the Company
for changes in facts and circumstances, and material changes in these estimates could oceur in the
future. Changes in estimates are recorded in the period in which they become known. CRA bases its
estimates on historical experience and various other assumptions that CRA believes to be reasonable

under the circumstances. Actual results may differ from those estimates if CRA's assumptions based on
past experience or other assumptions do not turn out to be substantially accurate.

Equity Investment

During the third fiscal quarter ended September 1, 2006, NeuCo completed the écquisition of
Ohio-based Pegasus, a majority-owned subsidiafy of Rio Tinto America Services Company. As part of
* the transaction, the litigation between NeuCo and Pegasus pending in the U.S. District Court for the

Northern District of Ohio, Civil Action No. 1:05-CV-736, has been terminated.” As a result of the
transaction, Pegasus equity holders received an equity interest equal to 26.5% of the outstanding
commen stock and equivalents in NeuCo post-transaction, and will receive annual cash payments
“subject to the achievement of certain performance metrics with a minimum aggregate value of
$3.5 million.

Through the acquisition of Pegasus, the Company’s interest in NeuCo has been reduced from
49.6% to 36.4%. As such, starting in the third quarter ended September 1, 2006, the Company began
- accounting for its remaining investment in NeuCo under the-equity method of accounting. Prior to
NeuCo's acquisition of Pegasus and the resulting reduction of CRA’s interest in NeuCo, NeuCo's
financial. results had been consolidated with that of CRA. This is also referred to herein as the
“deconsolidation” of NeuCo

Thé' equny ‘method of accounting is used for investments in which CRA has the ability to exercise
significant influence but does not have effective control. Significant influence is generally deemed to
exist when CRA has an ownershlp interest'in the voting stock of the investee of between 20% and
50%. Under this method, the investment, originally recorded at cost and adjusted to reflect CRA's
share of changes in NeuCo’s capital, is further adjusted to recognize the Company’s share of net
earnings or losses of NeuCo as they occur rather ‘then as dividends or other distributions as received.
CRA’s share of net earnings or loss in NeuCo would also include any other-than-temporary declines in
fair value recognized during the period, if any. Changcs in CRA’s proportionate share of the underlying
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equity of NeuCo, which result from the issuance of additional equity securities by NeuCo,.are
recognized as increases or. decreases in shareholders’ équity, net of related tax effects, if any :

In connectlon with NeuCo’s acqmsmon of Pegasus and theé resultmg change o the’ eqmty method”
of accounting, CRA recorded an ad}ustment to reduce equity by $0.3 million, which is net of tax. The =
Company records its equity in the income or losses of NeuCo and reports such amounts in equity
method investment gain (1oSs), net of tax in the accompanymg Consolidated Statements ‘of Income. For
the year ending November 25, 2006, the Company’s equity in the losses of NeuCo totaled $529,000,
which is net of tax of $370,000, which includes CRA's share of the $1.1 million Iégal settlement with
Pegasus. At November 25, 2006, the carrying value of the Company § equity investment in NeuCo was
$1 8 million and is reported in other non-current assets.

Reclass{ﬁcaﬁons : . .

Certain amounts in pI’lOI’ periods’ consolidated flnanc1al statements presented have been
reclassified to conform to the current year’s presentation. These reclassnflcatlons include (i) for fiscal
2005 and 2004, separate disclosures for “share-based compensation expense on the consolidated
statement of cash flows; which was prev1ously within “depreciation and amortlzatlon” (ii) for fiscal
2004, “tax benefit on stock.option exercises” on the consolidated statements ‘of cashi flows, which were
previously within “prepaid expenses and other assets”, and- (i) for fiscal 2004, “sale of investments”
and “purchases of investments” on the consolidated statements of cash flows, which were prevnously
within “sale (purchase) of investments, net”. :

F:scal Kear

CRA’s flscal year ends on the last Saturday in November and, accordmgly, its flscal year will
periodically contain 53 weeks rathef than 52 weeks. Fiscal 2006, 2005, and 2004 were-52-week years.

Revenue Recognition

CRA derives substantially all of its revenues from the performance of professional services. The
contracts that CRA enters ‘into and operates under specify whether the engagement will be billed on a
time-and-materials or afixed- -price basis. These engagements generally last three to six months,
although some of CRA's engagements can be much longer in duration. Each contract must be approved
by one of CRA's vice presndents :

CRA recogmzes substantlally all of its revenues under written service contracts with its cllents
where the fee is fixed or determinable, as the services are provided, and only in those situations where
collection from the client is'reasonably assured. In certain-limitéd cases we’ provnde services to our
clients without sufficient contractual documentation to allow us to recognize revenue in accordance
with U.S. GAAP In these cases, where we invoice-clients, these amounts are fiilly reserved until all- -
criteria for recognizing revenue are met. The, majority.of CRA’s revenue is derived from™ - - =’
time-and-materials service contracts.’ Revenues.from time-and:materials service contracts are recognized
as services are provided based upon hours worked and contractually agreed-upon hourly- rates as well -
as a computer services fee based upon hours worked. Revenues from fmed-prlce engagements are
recognized on a proportional performance method based on the ratio of Costs incurréd, substantially all
of which are labor-related, to the total estimated project costs. CRA derived 5.3% and 6.5% of
revenues from flxed-prlce engagements in fiscal 2006 and 2005 respectively. Project costs are based on.
the dlrect salary ; and associated fringe beneflts of the consultants on the engagement plus all direct
expenses incurred to’ complete the engagement that are not reimbursed by the client, The proportlonal
performance method is used. since reasonably dependable estimates of the revenues and costs ",
applicable to various stages of a contract can be made based on hlstoncal experience and terms set
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forth in the contract, and are indicative of the level of benefit provided to CRA’s clients. The fixed-
price contracts generally include a termination provision:that converts.the agreement to a
time-and-materials contract in the event of termination of the contract. There are no cosls that are

- deferred and amortized over the contract term. CRAs® management maintains contact- with project
managers to discuss the status of the projects and, for fixed-price engagements, management is updated
on the budgeted costs and resources requlred to complete the project. These budgets are then used to
calculate revenue recognition and to estimate.the antncnpated income or loss on the project. In the past,
CRA has occasnonally been required to commit unanumpatcd additional resources to complete pI‘OjCCtS
which have resulted in lower than antlclpated income or losses on those contracts. CRA may
experience similar situations in the future. Provisions for estnmated losses on contracts are made durmg
the period in which such losses become probable and can be reasonably estimated. To date, such losses
have not been significant. '

Revenues also include reimbursements, or expenses billed to clients, which include travel and other
out-of-pocket expenses, outside consultants, and other reimbursable expenses. These reimbursable
expenses are as follows (in thousands):

Year Ended
‘November 25, November 26, November 27,
. 2006 2005 2004
_ {52 weeks) (52 weeks) . (52 weeks)
Reimbursable expenses billed to clients. . .. .. ... .. $41,222  $35,605 $29,140

Unbilled services represent revenue recognized by CRA for services performed but not yet billed
to the client. Deferred revenue represents amounts billed or collected in advance of services rendered.

Cash Equivalents and Investments

Cash equivalents consist principally of money market funds, commercial paper, bankers’
acceptances, and certificates of deposit with maturities when purchased of 90 days or less. Short-term
investments, if any, generally consist of govemment bonds with maturltles when purchased of more
‘than 90 days and less than one year. Long-term investrents, if any; are intended to be held to
maturity, and generally consist of government bonds with maturities of more than one year but less .
than two years. Held-to-maturity securities, if any, are stated at amoruzcd cost which approximates falr
value. :

Fair Value of Financial Instruments

The Company's financial instruments, including cash, cash equivalents, investments, accounts
receivable, and accounts payable are carried at cost, which approximates their fair value because of the
short-term maturity of these instruments. The fair value of the .Company’s convertible debentures "
payable at November 25, 2006 was approximately $117.9 million based upon dealer quotes. The
carrying value of the Company’s convertible debentures payable was $90.0 million as of November 25,
2006. .

Goodwill and Other Intangible Assets

Goodwill represents the purchase price. of acqunred businesses in excess of the faif market value of
net assets acquired. In accordance with the Financial Accounting Standards Board’s (FASB) Statemem
of Financial Accounting Standards (SFAS) No. '142 ““Goodwill and Other Intangible ‘Assets” (SFAS -
No. 142),'goodwill and intangible assets with indefinite lives are not subject to amortization, but are
monitored annually for impairment, or more frequently if there are other indications of impairment.
Any impairment would be measured based upon the fair 'value of the related asset based on the
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provrsrons of SFAS No 142 Because the Company has one: repomng segment under SFAS No. 142,
the Company utilizes the entity-y wrde approach for assessing goodwill for tmpatrment and compares its
market-value to its net book value to determine if:an impairment exists. There were no impairment’
losses related to goodwnll in-any of the fiscal years presented. If CRA determines through the
L "1mpa1rment rev1ew process that goodwill has: been 1mpa1red CRA would record the impairment charge
O in 1ts consolidated statement of incomie. : ~

Intanglble assets’ that are separable from goodwill and have determinable useful lives are valued
: separately and amorttzed over their expected useful lives. Intangible assets consist principally of -
noncompetltton agreements, which are’ amorttzed on a stralght line basis over the related estimated
lives of the agreements (seven to ten years) “as.well as customer relationships, backlog, trade names,
and’ property leases which are amortlzed on a straight-line- bas1s over-their remammg useful hves (one
to.t€n years) L . T . ) .

Praperty aud Equtpmenr

* Property and equtpment are -recorded ‘at'cost. Deprecratton is calculated using the straight-line
method based on the estimated useful hves of three years.for computer equipment, three to five years
for computer software, and seven to ten years for furniture and fixtures.- Amortization of leasehold
1mprovements is_calculated using the- strarght line method over the shorter of the lease.term or the -
esttmated useful life’ of the leasehold improvements. Expenditures for. maintenance and repa:rs are

_ expensed as mcurred Expendttures for-renewals and betterments are capttaltzed

A e

Leases and Deferred Rent

The Company leases all of its offtce space. Leases are‘accounted for under the provisions of SFAS
No. 13, “Accounting for Leases,” as amended, which requlres that leases be evaluated and classified as
operatmg or capital leasés for financial reporting purposes. For leases that contain rent escalations and
rent holidays,-the Company records the-total rent.payable during the lease term, as:determined above,
' - on.a-straight-line basis over- the term of the lease and records the difference between the rents paid
and the straight- -line rent'as a deferred rent. Additionally, any tenant improvement allowances recewed ‘
from. the lessor are, recorded as a reducuon to deferred rent..

, Impar'nnent of Lértg-Lived Assets

The Company reviews the carrymg "value of its long-lived assets (primarily property and equipment
and’ mtanglble assets) to assess the.recoverability of these assets whenever events indicate that
R 1mpatrment may have’ occurred Factors CRA considers 1mportant that could trtgger an impairment
B rev1ew inciude the following: - .

o ‘ *a 51gn1ﬂcant underperformance relative to expected htstorlcal or pl’OjCCted future operating
A : “results;

“ea srgruftcant change in the manner. of CRA’s use of the acquired asset or the strategy for CRA's
0verall busmess

N

S Loca srgntftcant negattve mdustty or economic trend; and

. g +» CRAS market capttaltzatlon relative to net book value

~

‘ S " I CRA determines that an impairment review- 1s requlred CRA would review the expected future
' - undiscounted cash flows to be generated by the assets. If. CRA determines that the carrying value of
mtanglble asséts may not be recoverable, CRA would measure any impairment based on a prOJected
discounted cash flow method using a dtscourtt rate determined by CRA to be commensurate with the
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risk inherent in CRA's current. business model. If impairment is indicated through this review, the
carrying amount of the asset would be reduced to:its estimated-fair-value.

Concentration of Credit Risk -

The Company s billed and unbilled recervables consist of a broad range of chents in a variety of
1ndustr1es located throughout the U.S. and in other countries. The: Company performs a credit
evaluation of its clients to minimize its: collectibility risk.: Periodically, the Company will require-advance
payment from certain clients. However, the Company does not require collateral or other security.
Historically, the Company has not experienced significant write-offs. The Company maintains accounts
receivable allowances for estimated losses resulting from a clients’ failure to make requ1red payments.

- The Company bases its estimates on historical collection experience, current trends, and credit policy.
- In determmmg these estimatés, CRA exammes historical write-offs of its receivables and reviews client

accounts to identify any specific customer collection ‘issues. [f the financial condltlon of CRA’s
customers were to-deteriorate, resulting in an 1mpa1rment of their ability to make payment, additional
allowances may be required. .

A rollforward of the accounts recewable allowances is as follows:

Fiscal Year

2006 - - 2005 . 2004,

: - (In thousands}) :
Baiance at begmnlng of penod e S $5041 $3435 $ 1,606
Additions charged to revenues . ........................ 5,322 4511 3,963
Amounts written off to revenues . . .. ............. PR (3,950) (2,905) :(2,102)
Amounts written off to sellmg, general, and administrative . _ .

TEXPEMSES . L. - (89) - (32)°

Balance at end of perioa .............. e L. 86324 324 $ 5 041 $ 3,435

Amounts written- off to selling, general, and admrmstratrve expenses represent credlt or bankruptcy
related losses. :

Share-Based Compensanon
CRA adopted SFAS No. 123 (revised 20{)4) “Share-Based Payments” (“SFAS No. 123R”) in the

~first quarter of fiscal 2006 using the modified prospective application method and began accounting for

equity-based compensation using a fair value based recognition method. Under the fair value
recognition requirements of SFAS No. 123R, share-based ¢compensation cost is estimated at the grant
date based on the fair value of the award and is recogmzed as expense over the requisite service period
of the award. Prior to the adoption of SFAS No. 123R, "CRA followed the intrinsic value method in
accordance with Accounting Prmcnples Board Oplmon No 25, “Accounting for- Stock Issued to
Employees” (“APB No. 257), to account for its employee stock options. Historically, all stock options
have been granted with an exercise price equal to the fair market value of the’ common stock on:the
date of grant, Accordmgly, no compensatron expense was recogrnzed from option grants to employees
and directors. However, compensation expense was recognized in connection with the issuance of stock
options to non-employee consultants pursuant to Emerging Issues Task Force of the Financial

_Accountrng Standards Board (the “EITF”) No. 96-18, ‘Accountmg for Equity Instruments that are

Issued to Other than Employees” (EITF 96-18).

Results for fiscal years 2005 and 2004 have not been restated. Had compensation expense: for
employee stock options been determined based on fair value at the grant date consistent with SFAS
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No. 123, with stock -options expensed using the straight-line. attribution method, CRA's net income and--
earnings per share for fiscal years 2005 and 2004 would have been reduced to the pro forma amounts
indicated below (in thousands, except per share data):

Fiscal Year
2005 2004
\ : : (52 Weeks) {52 Weeks)
Net income—as reported (Under APB' No. 25) ...... Uouioiee.a. T 824,600 0 $16,344 -
' Deduct: Total share-based employee compensation expense detérmined = © - '
under fair value based method for all awards net of: related tax o B
effects ..o o (4272) 0 (2,692) -
Net mco_me—pro forma.......... e . cen $20,328 - $13,652 »
Basic net incoie per share-—as reported . ... .......... e oo 0% 234 ~+§ 1637
‘Basic net income per share—pro forma ................co. 0. $ 193 7§ 136
Diluted net income per share—as reported ... ........... ... “$ 213§ 155 -
Diluted net income per share—;;ro forma.................. .8 176 S 130

Had the company adopted SFAS 123R, actual results may have differed from the pro forma
amounts shown-above because the | pro forma results include assumptions that may differ from actual -
results in areas such as the treatment of tax benefits, the treatment of forfeitures under SFAS'

No. 123R and changes in other factors, such as interest rate, expected life" and expected volatlllty

Deferred Compensation

Deferred compensatlon 1ncluded in non-current liabilities represents amounts owed to ‘certain
former InteCap employees in connectlon with the InteCap deferred compensation plan that was
established pl‘lDI‘ to the acqutsltlon These amounts, including accrued mterest will be paid in fiscal
2007, ‘

Asset Ret:rement Obltgattons

In March 2005, the FASB |SSued Interpretation 47, “Accountmg for Condmonal Asset Retlrement
Obllgatlons” (“FIN 477), which clarifies that the term “conditional asset retirement obligation” as used
in FASB Statement 143, “Accounting for Asset Retirement Obligations” (“Statement 143”), refers to a
legal obligation to perform an asset-retirement activity in which the timing and (or) method of
settlerhent are conditional.on a future event that may or ‘may not be within the control of the entity..
FIN 47 is effective no later than,the énd of the fiscal years ending after December 15, 2005. CRA-
adopted FIN 47 during the fourth quarter of fiscal 2006. CRA recognizes asset retirement obligations
related to lease restoration obligations if required by a lease agreement. The asset retirement _
obligations consist primarily of the costs associated with restoring leased space "to the condition it was
in prior to CRA’s occupancy or 10 pay the landlord for the cost to do so. The fair values of the asset |
retirement obhgattons are recorded at the time the obhgatlon is incurred and accreted over time. CRA
capitalizes asset retifement costs by i mcreasmg the carrying amount of the related long:-lived assets and
depreciating’ these assets over the remammg useful life. For further details, see Note 6 of the Notes to
Consolidated F1nanc1al Statements
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Income . Taxes

The Company accounts for-income taxes using the asset and hablhty rnethod of -accounting for
income taxes. Deferred tax assets and liabilities are recognized based upon anticipated future tax
consequences attributable to differences between the financial statement carrying amounts of existing
assets and liabilities and their respective income tax bases, and operating loss and tax credit ‘
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income
in the period that includes the enactment daté. A valuation allowance is recorded to reduce the.
carrying amounts of deferred tax assets if it is more likely than not that such assets will not be realized.

In addition, the calculation of the Company’s tax liabilities involve dealing with uncertainties in the
application of complex tax regulations in several different tax jurisdictions. The Company records
liabilities for estimated tax obligations resulting in a provision for taxes that may become payable in the
. future.

Foreign Currency Translation

[n accordance with SFAS No. 52, “Foreign Currency Translation,” balance sheet accounts of the
Company’s foreign subsidiaries are translated into U.S. dollars at year-end exchange rates with resulting
translation adjustments recorded in shareholders equity as a component of comprehensive income.
Operatmg accounts are translated at average exchange rates for each year, with translation adjustments,
recorded in income, The effect of transaction gains and losses recorded in income amounted to a loss
of $203,000 for fiscal 2006, a gain of $221,000 for fiscal 2005, and a loss of $260,000 for fiscal 2004.

Accounting Pronouncements

In September 2006, the U.S. Securities and Exchange Commission (“SEC”) issued Staff
Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements” (“SAB 108). SAB 108 provides guidance on the
consideration of the effects of prior year misstatements in quantifying current year misstatements for
the purpose of a materiality assessment. SAB 108 establishes an approach that requires quantification
of financial statement errors based on the effects of each of the company’s balance sheet andrstatement
of operations and the related financial statement disclosures. SAB 108 permlts existing public
companies to record the cumulative effect of initially applying this-approach i in the first year ending
after November 15, 2006 by recording the necessary-correcting adjustments to ‘the carrying values of '
assets and liabilities as of the begmnmg of that year with the offsetting adjustment recorded to the
opening balance of retained earnings. Additionally, the usé of the cumulative effect transition method
requires detajled disclosure of the nature and amount of each mdnvadual erfor being corrected through .
the cumulative adjustment and how and when it arose. CRA does not believe- that the adoption of
SAB 108 will have a significant lmpact on its consohdated statement of income or financial condition.

In June 2006, the FASB issued Interpretation 48 “Accounting for Uncertainty in Income Taxes”
(“FIN 48"), which clarifies the accounting for uncertainty income taxes recognized-in an enterprise’s
financial statements in accordance with FASB Statement No. 109,.“Accounting for Income Taxes.”
FIN 48 prescrlbes a recogmtlon threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48
also provides guidance on derecognition, classification, interest and penalties, accounting in interim
periods, disclosure, and transition. FIN 48 is effective for fiscal years beginning after December 15,
2006. CRA expects to adopt FIN 48 in fiscal 2008. CRA is in the process of evaluating the impact that
FIN. 48 will have on its consolidated financial statements.
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In June 2006, the EITF reached a conclusion on EITF Issue- No. 06-3.“How Taxes Collected from’
Customers and Remitted to Governmental Authorities Should Be Presented in the Income Statement”.
The scope of EITF Issue No. 06-3 includes any tax assessed by a governmental authorrty that is both
imposed on and concurrent with-a specific revenue-producing transaction between a seller and a
customer, and may includé, but s not limited to, sales, use, value added, and some excise taxes. The
EITF Issue No. 06-3 requires that the presentatron of taxes on either a gross basis (included in
revenues and costs) Or a net basis (exciuded from revenues) is an accounting policy decision that

" should be disclosed. EITF Issue No. 06-3 should be. applied to financial reports for interim and annual

reporting periods beginning after December 15, 2006. CRA expects to adopt EITF Issue-No. 06-3 in its
second quarter of fiscal 2007. CRA does not believe that the adoption of EITF Issue No. 06-3 will have
a significant 1mpact on its consolrdated statement. of income or financial condition.

~ In May 2005, the FASB 1ssued SFAS No. 154, “Accountmg Changes and Error Corrections”, which
replaces.APB Opinion No. 20 “Accounting Changes”, and-SFAS No. 3 “Reporting Accounting Changes
in Interim Financial Statements”. SFAIS 154 changes the requirements for the accounting for and
reporting of ‘a change in accounting- pnncrple and applies to all voluntary changes in accounting
principles, as well as changes- required by an accounting pronouncement in the unusual instance it does
not include specific transition provisions. Specifically, SFAS 154 requires retroSpective application to
prior periods’ financial statements, unless it is impracticable to determine the pefiod- -specific effects or
the cumulative effect of the change. ‘When it is impracticable to determine the effects of the change,
the new accounting principle foust be applied to the balances of ‘assets and liabilities as of the
begmmng of the earliest period for wl'uch retrospectwe applrcatlon is pracncable ‘and a corresponding
adjustment must be made to the opening balance of retainied -&arnings for that period rather than being
reported in the income statement. When it is impracticable to determine the cumulative effect of the
change, the new prrncrple must be applied as if it were adopted prospectively from the earliest date
practicable. SFAS 154 is effective for,accounting changes and corrections of errors made in fiscal years
beginning after December 15, 2005. CRA expects to adopt SFAS 154 in fiscal 2007. SFAS 154 does not
change the transition provisions of any existing pronouncements CRA does not believe that the
adoption:of SFAS 154 will have'a significant impact on its consolidated statement of income or

2. Business Acquisitions

. On May 23, 2006 CRA acqurred certain assets of BBG, an independent consulting firm focusing
on transfer pricing services headquartered in Washington, D.C., for approximately $22.9 million (after
adding acqmsrtlon costs and transaction fees paid or accrued). The purchase price consisted of
$17.9 million in cash and $5.0 million in CRA restricted stock. CRA paid $17.6 million of the cash
portlon of the purchase price in fiscal 2006 and the remammg $0.3 million of the cash portion was paid
in January 2007. The purchase ‘agreement for certain assets of BBG provides for additional purchase
consideration for up.to five years following the transaction in the form of an earnout, if specific
performance targets are met. These earnouts are payable in cash and/or CRA common stock. Any
additional payments related to this contingency will be accounted-for as additional goodwill. The
acquisition has beenaccounted for under the purchase method of accounting, and the results of

_ ‘operations have been included in the accompanying statements of income from the date of acquisition.
The BBG acquisition added-approximately 35 employee consultants. The following is a preliminary «

allocation of the purchase price to the-estimated fair value of assets acquired and liabilities assumed for
the BBG acquisition. The allocatron of the purchase price for the BBG acquisition will be finalized as
CRA receives other information relevant to the acquisition and completes its analysis of other
transaction-related costs, such as exit costs related to lease obligations. The final purchase price

* allocations for this acquisition may be different from the preliminary estimates presented below. The
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impact of any ad]ustments to the final purchase price allocation for BBG is not expected to be material
to CRA’s results of opcranons for fiscal 2006.

Assets Acqulred , . ‘ o _ . B
Prepaids and other assets .. ........... e $§ 15

Property and equipment . .. ... ... 495
Intangible assets . . . .. e R 2,313
CGoodwill L e 20,333
Total assets acquired . . . ........ ... .. PR [ ... $23156
Liabilities Assumed:
Accrued expenses.. ... ..... ... e e $ 285
- Total liabilities assumed . . ... e e $ 285
Net assets acquired . . . . .. P e e $22,871

In connection with the BBG acquisition, CRA plans to eliminate dupllcate offices. During fiscal
2006, CRA recorded exit costs totaling $0.2 million related to the duplicate BBG-acquired offices,
resulting in additional goodwill. Any exit costs 1ncurred by CRA related to BBG-acquired offices in the
twelve-month perlod foliowing.the date of .acquisition will be recognized as a liability assumed as of the
acquisition date, resulting in additional goodwill. These exit costs consisted of $0.2 million of lease
related obhgatnons As of November 25, 2006, $0.1 million of these obligations had been paid.

On June 16, 2005, CRA’s U.K. subsidiary completed the acquisition of all of the equity of ECL, a
London-based provider of competition economics in Europe. CRA purchased ECL for approximately
$16.8 million valued using foreign exchange rates as of the date of acquisition (after deducting cash
acquired, and adding acquisition costs and transaction fees paid .or accrued). The purchase price
consisted of $12.6 million in cash and $4 2 million in loan notes that were exchanged for 78,265 shares
of CRA's common stock. These shares carry. restrictions with respect to when they can be sold. The
acquisition has been accounted for under the purchase method of accounting, and the results of
operations have been included in the accompanying statements of income from the date of acquisition.
The ECL acquisition added approximately 25 employee consultants. CRA may be required to pay
additional purchase consideration over the four years following the transaction, in cash or CRA stock,
if specific performance targets are met. These payments and any additional payments related to this
contingency will be accounted for as additional goodwill. During fiscal 2006, CRA recorded exit costs
totaling $0.7 million related to the duplicate ECL-acquired offices, resulting in additional goodwill. As
of November 25, 2006, none of the lease obligations had been paid;»

On April 27, 2005, CRA’s UK. subsidiary completed the acquisition of all of the equity of Lee &
Allen, a London-based consulting firm offering financial dispute resolition and forensic accounting
services to the corporate, legal, and regulatory markéets. CRA purchased Lee & Allen for approximately
$17.1 million valued using foreign exchange rates as of the date of the acquisition (after deducting cash
acquired, and adding acquisition costs and transaction fees paid or accrued). The purchase price
consisted of, $13.3 million in cash and $3.8 million in loan notes that were exchanged for 77,343 shares
of CRA's common stock. These shares carry restrictions with respect to when they can be sold. CRA
may be required to pay additional purchase consideration: over:the four years foliowing the transaction,
in cash and CRA stock, if specific performance targets are met. Any additional earnout payments
related to this contingency will be accounted for as additional goodwill. The acquisition has been
accounted for under the purchase method of accounting, and the results of operations have been
included in the accompanying statements of income. from the date of acquisition. The Lee & Allen
acquisition added approximately 40 employee consultants.
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On November 18,2004, CRA completed the acquisition of alt of the equity of NECG, an
Australian-based regulatory and economic consulting firm, for a purchase price of approximately
$10.5 million valued using foreign exchange rates as of the date of the acquisition (after-deducting cash
acquired, and after adding acquisition costs and transaction fees paid or accrued), consisting of
$7.5 million in cash and 75,261 shares of our common stock valued at $3.0 million. These shares carry
‘ restrlcttons with Tespect to when they can be sold. The purchase agreement provided for additional
purchase con51deratlon over the three years following the transaction, in cash, if specific performance
targets are met. ‘Any additional payments related to this contingency, have been and will be accounted
for as additional goodwill: The acquisition has been accounted for under the purchase method of
accounting, and the results of operations have been included in the accompanying statements of i 1ncome
from the date of acqulsmon The NECG acquisition added 34 employee consultants.”

On November 12 2004, CRA completed the acqu151tlon of certain assets and liabilities of TCA a
Cambrldge Massachusetts-based economics and engineering consulting firm, for a purchase price of
$7.8 million (after adding a working capital adjustment acquisition costs, and transaction fees paid or
accrued). The purchase price consisted of $6.7 million in cash and 25,900 shares of common stock
valued at $1.1 million. These shares carry restrictions with respect to when they can be-sold. The
purchase agreement provided for ‘additional purchase consideration over the two years following the
transaction, in cash and CRA stock, if specific performance targets are met. Any additional payments
related to this contmgency, have been and will be accounted for as additional goodwill. The acquisition
has been accounted for under the purchase inethod of accounting, and the results of operatrons have
been included in the accompanying:statements of income from the date:of acqursmon The TCA -~
acquisition added 15 employee consultants , .

CRA has not-furnished pro forma financial information relating to the BBG, ECL, Lee & Allen,
NECG, and TCA acquisitions, because such information is not material.

The purchase agreements for BBG, ECL, Lee & Allen, TCA and NECG provide for additional
purchase consideration for up to five years following the transactions, if specific performance targets
are met. These earnouts are payable in cash and/or CRA common stock. During fiscal 2005, CRA
recorded an additional $1.1 million of purchase price related to these acquisitions, which were paid in
cash and-common stock during the second quarter of fiscal 2006. During fiscal 2006, CRA ' recorded
$1.5 million in additional purchase price related to these acquisitions, which included promissory notes
and common stock. These payments, and ‘any addmonal payments related to these contingencies;- have
been and w1ll be accounted for as addmonal goodw1ll

On April 30, 2004, CRA completed its acquisition of all of the equity of InteCap, Inc., a leadtng
intellectual property consulting firm:in the U.S. that specrallzes in economic, financial, and strategic
issues related to, intellectual property and complex commercial disputes. CRA purchased InteCap from
InteCap’s institutional investor, GTCR-Golder‘Rauner, LLC, members of InteCap’s management, and
other shareholders for approximately $79.4 million (after deducting cash-acquired, and after adding
acquisition costs and transaction fees paid or accrued). CRA funded the purchase price from existing
cash resources and borrowings of $39.6 million under its $40.0 million liné of credit in place at that .
time. In connection with the acquisition, certain InteCap employees purchased an aggregate of 87, 316
shares of common stock in exchange for full recourse notes, totaling approximately $2.9 mllllon The .
notes mature in June 2007, and bear interest at 1.47% per annum.

: The InteCap acquisition added approximately 130 consulting professionals to CRA. The addition
of InteCap expanded CRA's geographic footprint into key markets such as Chicago and New York, and
strengthened its presence in Houston, Silicon Valley, Boston and Washington, D.C. InteCap’s operating
results have been included in the accompanying statements of income beginning May 1, 2004. The
allocation of the $79.4 million purchase price to the estimated fair value of assets acquired and -
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liabilities assumed includes primarily $11.1 million of accounts receivable, $4.8 million of unbilled
services, $1.8 million of intangible assets, and $49.8 million of goodwill. The purchase price allocation

" includes a valuation and appralsal of the mtanglble assets, and an analysis of net deferred tax assets ©
acqu1red : ‘ . S

" In connectlon with the InteCap acqmsmon CRA mcurred $0.6-million of restructurmg costs as a _
. result of the elimination of dupllcate offices:and employee termination benefit payments. Such costs .
. have been recognized by CRA as a liability assumed as of the acquisition date, resulting in add:tlona]
*goodwill. These restructuring costs consisted of $0.5 mnllnon of lease obligations related to the. closed
facilities and $0.1 million of payments for three terminated employees As of November 25, 2006, all of
the lease obllgatnons and payments to terminated employees have been paid.

The following unaudited pro forma financial information for fiscal 2004 reflects consolldated
results of operations of CRA as if the InteCap acquisition had taken place on November 30, 2003, the
beginning of CRA’s 2004 fiscal year. The pro forma adjustments include the ellmmatlon of transaction-

- related compensation and other costs of approximately $18.1 million, which were mcurred by InteCap,
additional interest expense related to the line of credit borrowings used to finance the acquisition, a
:reduction of interest expense for InteCap’s debt prior to the acquisition, additional intangible
amortization related to the intangible assets acquired, a reduction of InteCap’s-intangible amortization
prior to the acquisition, and the related income tax effects of these adjustments. The pro forma
financial information is not 'necessarily indicative of the results of operations that would have occurred
if the acquisition had been completed on November 30, 2003, nor are they necessarily indicative of

- .. future operating results.

Fiscal Year Ended

November 27,
2004
(52 weeks)
(pro forma)

(In thousands, except
per share data)

Revenues . . ... ... . e e $242.264

Netincome .. ... .. . it e e e e $ 17,207
Net income per share : ‘ . ,
BasiC . . .. e e e $ 172
Diluted . ... e $ 164
Weighted average number of shares outstandmg

CBasic . .. e 10,016
Diluted .................... e e e e e e e e e 10,520
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: 3. Goodwﬂl and Intanglble Assets C

The changes in the carryrng amount of goodw1ll for ﬁscal years 2005 and 2006 are as follows (m i

thousands) .
Balance at November 27, 2004 ..... R ‘.k’ ..... P . $ .91.,480
Goodwnll acquired—Lee- ‘& Allen acquisition (prellmmary estlmate) ceens 14,565
Goodwﬂl acqurred—ECL acquisition (preliminary. estlmate) ..... BRI - 14,369 -
Goodwrll ad]ustments related to the lnteCap, NECG: and TCA P _ :
acqulsltlons .............................................. (1 766)
Effect of forelgn currency translanon e et (3,429)
“Balance at'November.26, 2005 .. ... ...... [ oo $115219:"
! Goodwrll acqu1red—BBG acqursltton (prellmmary estlmate). R I . 20,333 .;
Goodwrll ad]ustments related to ECL Lee & Allen :NECG and TCA Co '
acqursmons DR VR D oo 1,396
Effect of forergn currency translatron RS ‘: R L.
Balance at November 23, 2006 el e B ST RS 3141 253

The flscal 2006 and flsca] 2005 goodwrll ad}ustments 1nclude the followmg (m thousands)

Dot ' - FlscalYear..":.'r-
: - : o 2006 02005 7 .
e - ' tAddltlonal purchase price recorded for earnouts ............. . $1,523 ?$;1:,093, e
' ; Deferred tax adjustments ©......... O Leeal T 3. (2,261) -
-Intanglble asset ad]ustments R T 1y (1,132)
-Exrtcosts.f.-.'} ......... e e e 722 12 7
" Reduction in:acquisition COStS™. . . ... ... u it - (546) 398
Other purchase allocatron adjustments ... .. i (295) 124
SR o 3% $(1766)
The net amount of goodwr]l as of November 25 2006 1ncludes the ‘following amounts (m
thousands) : : : v N
! COBBG. L e e e e $ 20,333
CBCL o i [ e e e - 16,985-
‘Lee & Allen . ... ... S L P 14,618
-Acqunsmons that occurred prior to ﬁscal 2005 ... . e 89,317
g Goodw111 balance at November 25, 2006 . . . . . J TR, . ' $141 253>

Intang1ble assets that are separable from goodwill and have determmable useful lives are valued
separately and amomzed over their expected useful lives:

ke
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The ccmponents of acquired identifiable intangible assets are as follows (in thousands):

s : : S Novembet25, November 26,
L , . ‘ : 2006 2005
Noncompetltlon agreements net of accumulated amortlzatlon of Coe '

X $2,402 and $1,568, respecttvcly .......................... $4,655 ~'$2,554
Customer relationships, net of- accurnulated amortlzauon of $900 T

o ~ and $474; respectively . . ...l oLl o 2447 - 0 196
r,ff' . Property leases, net'of accumulated amomzanon of $53 and $90, -
LA respectively ~............... ..l ool 2390 0181
< ..+ Trademarks, net of accumulated ‘amortization of $684-and $278 S S

o C o reSPECtiVElY L. e e 727 - T4
U Other intangible assets, net of accumulated amortlzation of $945 '
R and $638, respectlvely. T R S 418 4,324

ER W R . 1 286 $7,299

Other- 1ntang1ble asséts for fiscal 2005 mcluded $2.1. mllllon related to the Lee & Allcn acqulsltlon
" and $2.1 million related to the ECL. acquisition; The valuauons related to these intangibles-were
“finalized- dunng ﬁscal 2006 and the intangible assets were allocated from other- ‘intangible assets to
specific 1ntang1ble asset categorles Amortization expense’of ‘intangible assets was $1.8 m1llnon
-$1.3 mllhon and $0.6 million in fiscal 2006, 2005 and 2004, respectively. -Amortization expense of
" intangible assets held at November 25 2006, for the next five fiscal periods is expected be as follows (in

L. ’ thousands)
. W et Amortlzatton
_Fi_scal Year .- Expense -
” 2007 . e f'$1'-,566
2008 r . e e e e 1,234
2000, . T e e e e 1,013
721 L1 DO 877
200 e e 822
- $5,512

Pt'operty, and l;)qui‘p:i:lent
Property and equipment consist of the following:

November 26,

November 25,
2006

-, 2005

N L : - - (In thousands) -
Computer-equipment and software . . . . . e A $16,311 - $14,042
Leasehold 1mpr0vements e e e e e e e 23,888 21,083
Fumiture ........% . ... oo e e 19,981 | 19,228
. T 50,180 44,353
i;_'._ Accumulated depreciation and amortization : .o ... L. 25,125 18,461
;. ' $25055  $25892

|

Depreciation expense was $7.9 ﬂ’lllllOﬂ in fiscal 2006, $6 7 million in fiscal 2005, and $4. 6 mllllon in

fiscal 2004.
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5. . ‘Accrued -Expenses;
Accrued expenses.consist of the following:

November 25,  November 26,

2005
- I <o " (In thousands)’
‘Compensation and-related expenses ... ... ... ........ Joo.o 869,467 $50,510
Income taxes payable . ........ T . e 3589 . 45157
Accrued interest . ............ PR e e e e - 1,179 - 1,205

Other ............oooee... P N 6,553 - - 5665
e o C S $80,788 °  $61,895

6. Asset Retlrement Obllgatlons ( . v

' CRA adopted FIN 47, effective during the fourth quarter of fiscal 2006. FIN 47 clarlfles the term
conditional asset retirement obligation, as referenced in SFAS No. 143, “Accounting for Asset

Retirement Obligations™ and requires a liability to be recorded if the fair value of the obhgatlon can be -

reasonably estimated. Asset retirement obligations covered by FIN 47 include those-for which an entity
has a legal obllgatlon to perform an asset retirement actmty, however ‘the timing and (or)- method of ;
settling the obligation are conditional on a future event that’ rnay or may not be within the’ control of
the entity. FIN 47 clarifies when an entity would have sufficient mformatlon ‘to' reasonably estlmate the’
fair value of an asset retirement obligation. Pt i R ok :
In accordance with FIN 47, CRA recorded asset retlremem obllgatlons for Wthh the llablllty s falr
value can-be reasonably estimated. CRA recognizes asset retirement obllgatrons related to lease =
restoranon obllgatlons if required by a lease agreement. The asset retirement obhgatlons consist
prlmarlly of the costs associated with restormg leased space to the condition it. was in prior to- 'CRA's
occupancy or ‘to pay the landlord for the ‘cost to do so. As a result of adoptmg FIN.47, CRA" recorded
a cumulative effect of accounting change durmg the fourth quarter of fiscal 2006 totalmg $398,000, net
of tax. The ad]ustment had a $0.03 per share impact on basic and diluted earnings. In addition, we,
recorded a liability of $1.0 million representing asset retirement obllgatlons and an increase in the
carrying value of the related assets of $0.3 million, net of $0.7 million in accumulated depreciation.
Had the adopt1on of FIN 47 occurred at the beginning of the earliest periods presented, the asset
retirement obligation would have been $0.9 million for fiscal 2005.. For fiscal.2005 and fiscal 2004 our
results of operatlons and earnings per share would not have been sngmflcantly different from the *
amounts reported. Aocordmgly, pro forma financial information has not been provrded '

7. anate Placement of Convertible Debt and Other Fmancmg

anate 'Placement of Convemble Debt On June 21, 2004, CRA: completed a prwate placement of
$75 million of 2.875% convertible senior subordinated debentures due.2034. On July 1,.2004, CRA sold
an. additional $15 million in principal amount of the debentures. Holders of the debentures may ’
convert them, as described below, only under the following circumstances: o S N

. durmg any fiscal quarter (and only during such fiscal quarter) commencing after September 3,
2004; and before ‘February 16, 2029, if the last reported sale price of CRA's:common’stock is
greater than or equal to 125% of the conversion price for at least 20 trading days in the period
of 30 consecutive trading days ending on the last trading day of the preceding fiscal quarter;

T - . . 1
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* at any time on or after February 17, 2029, if the last reported sale price of CRA's common stock
on any date on or after February 17, 2029 is greater than or equal to 125% of the ccmversron
price;

* ‘subject to certain limitations as set forth in the mdenture governing the debentures, during the
five business day period after any three consecutive trading day period in which the trading price
per debenture for.each day of that period was less than 98% of the product of the conversion
rate and the last reported sale price of CRA's commaon stock;

¢ if the debentures have been called for redemptlon by CRA;

. upon the occmrence of specified corporate transactlons as set forth in the indenture governmg
the debentures or

» if the debentures are rated by Moody’s'Investors Service, Inc. or Standard & Poor’s Rating
Services or both, at any time when (i) the long-term credit rating assigned to the debentures by
either rating agency is two or more levels below the .credit rating initially assigned to the
debentures or (ii) either rating agency has discontinued, withdrawn or suspended their . ratings
with respect to the debentures.

As a result of its election on December 14, 2004, CRA must settle the conversion of the
debentures, as follows (i) $1,000 in cash per $1,000 principal amount of debentures converted; and
(i) in cash or shares of CRA common stock (at CRA’s further election, except for cash in lleu of
fractional shares), any conversion obligation that exceeds the prmcrpal amount of the debentures
converted.

Pursuant to the terms of the indenture governing the debentures, since the closing stock price
equaled or exceeded the $50 per share contingent conversion trigger price for 20 out of 30 consecutive
trading days ending on November 25, 2006 and May 13, 2005, the market price conversion trigger was
satisfied and holders of the debentures were able to exercise their right to convert the bonds during the
first quarter of fiscal 2007 and third quarter of fiscal 2005, respectwely On February 2, 2007,'the last
reported sales price of our common stock was greater than $50 per share for the twentieth day in the
thirty consecutive trading day period ending on the last day of our first quarter of fiscal 2007. Because
of this occurrence, holders of the debentures may convert them during our second fiscal quarter ending
on May 11, 2007. This tést is repeated each fiscal quarter. To date, no conversions have occurred.
Because the closing prlce did not'equal or ‘exceed the $50 per share contingent conversion trigger price
for 20 out of 30 consecutive trading days durlng the quarters ending on February 17, 2006, May-12,
2006, and September 1, 2006, February 18, 2005, September 2, 2005 and November 26, 2005, holders of
the debentures were not able to exercise their right to convert the bonds during thé first, second, third,
and fourth quarters of fiscal 2006 and.second and fourth quarters of fiscal 2005.

In June 2005, the Company amended its Ioan agreement with its bank to increase the exnstmg line

of credit’ from $40 million to $90 million to mmgate the potentlal liquidity risk, and to provide funding

if required, in the event of conversion by the debenture holders., CRA believes that in the évent the
connngent conversion trigger price is met, it is unlikely that a significant percentage of bondho]ders w111
exercise 'their right to convert because the debentures have traded at a premium over their conversion
value. However, since holders of the debentures-are able to exercise, their right to convert the bonds as
of November 25, 2006 and because CRA intends to use amounts available under its bank line of credit
in the event debenture holders exercise their rights to convert, in accordance with SFAS No. 6,
“Classification of Short-Term Obligations Expected to.be Refinanced”, the Company has classified
$87.0 million of the $90.0 million convertible debt, which represents the estimated amount avaitable -
under CRAs line of credit, as long-term debt as of November 25, 2006 in the accompanying
consolidated balance sheet, while the remaining $3.0 million is classified as short-term. CRA's revolving
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line of credit to borrow up $90.0 million expires on April 30, 2009 and it is CRA’s intention to renew
or replace the line of credit, as desirable and available, which would allow CRA to continue to classify
the convertible debentures as long-term debt, rather than short-term in future periods.-In addition, the
lme of credit glves CRA additional flexibility’ to meet its unforeseen financial requirements.

The debentures are CRAs dlrect unsecured senior subordmated obllgatlons and rank junior in
right of payment to its existing bank line of credit and any future secured indebtedness that CRA may
desrgnate as seriior indebtedness. Interest of approximately $1. 3 million, is payable semi- annuaily on
June 15 and December 15. CRA will also be required to pay contingent interest on the applicablé
interest payment date to'the holders .of the debentures for the period commencing June 20, 2011, and
ending December 14, 2011, if the average trading price of the deberitures for each of the last five
trading days immediately preceding June 20, 2011, equals 125% or more of the principal amount of the

-debentures. Thereafter, CRA will pay.contingent interest on the interest payment date for a six-month
interest period if the average trading price of the debentures during the five trading day period
immediately preceding the first day of the applicable six-month interest period equals or exceeds 125%
of the principal amount of the debentures. The contingent interest payable per debenture will equal
0.25% of the average trading prlce of such debenture during the applicable five trading day reference
period: : -

CRA may elect to redeem all or any portion of the debentures on or after June 20 2011, ata
repurchase price equal to 100% of the principal amount of the debentures, plus accrued and unpaid
interest. CRA may be requrred to repurchase all or any portion of the debéntures, at the option of =~

" each holder, on June 15, 2011, June 15, 2014, June 15, 2019,:June 15, 2024, and June 15, 2029, and
‘upon certain specrfred fundamental changes, at a price equal to 100% of the principal amount of the
debentures, plus accrued and unpaid interest. Upon a fundamental .change mvolvmg a change of
control of CRA, the Company may also be required to pay a make-whole premium; which in some.
cases could be substantial and which may be paid in cash, shares of common stock, or a combination
thereof, to the holders of debentures who elect to require CRA to repurchase or Convert .debentures.

CRA used approxrmately $20.0 million'of the net proceeds from this offermg during fiscal 2004 to
repurchase 622,200 shares of the. Company’s common stock concurrently with the placement of the
debentures, $39.6 million to repay amounts outstanding under CRA's bank line of credit, and S
$3.3 million to pay debt issuance costs The debt issuance costs have been capitalized and are
amortized as a component of interest expense on a straight-line basis over seven years,. through 2011,
which is the first year in which CRA may bé required to repurchase all or any portion of the .
debentures. These debt issuance costs, net of accumulated amortization of §1.2 million, are mcluded in
other assets ln the consohdated balance sheet as of November 25, 2006.

~ The contingent interest feature included:in the debenture represents an embedded derlvatlve
under SFAS 133 “Acccmntmg for Derivative Instruments and Hedgmg Activities” (“SFAS 133”) that -
must be recorded at fair value as of November 25,.2006. ‘The'Company has determined that the fair
value of the contingent interest-feature is de minimus as.of November 25, 2006, -baséd upon economic,
market and other conditions in effect as of this date. There are no other embedded derivatives-:
. associated with the Company s convertrb]e debentures that are accounted for separately in accordancé.
w1th SFAS 133. :

The Company has: agreed wrth the debenture holders to reserve the maximum number of shares of
common stock that may be 1ssued upon conversion of the debentures

Borrowings under the Revolvmg Line: of Credit.. On January 14, 2004 CRA entered into a senior
loan agreement with Citizens Bank of Massachusetts for a two-year, $40 million revolving line of credit.
Subject to the terms of the. agreement 'CRA may use borrowings under this line of credit for
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acquisition financing, working capital, general corporate purposes, letters of credit, and foreign
exchanges contracts. The available line of credit is reduced, as necessary, to account for certain letters
of credit outstanding. In June 2005, CRA amended its.loan agreement to increase the existing line of
credit from $40 million to $90 million. Funds available under the expanded facﬂ:ty will allow CRA to
continue to class:fy up to $90 million of its convertible debentures as long-term debt, rather than
short-term, and will give CRA additional flexibility to meet unforeseen financial requnremems In
April 2006, CRA extended the maturity date on the line of credit from April 30, 2007 to April 30,
2009. In April 2004, CRA borrowed $39.6 million under its liné of credit to fmance the acquisition of
InteCap. This amount was repaid in June 2004. There were no amounts outstandlng under this line of * S
credit as of November 25, 2006, and the line of credit then available was $88.6 miltion, reduced for
letters of credit outstanding. . . . , -

Borrowings under CRA's credit facility bear interest, at CRA's option, either at LIBOR plus an
applicable margin or at the prime rate. Applicable margms range from 0.75% to 1.50%, depending on
the ratio of CRAs consolidated total debt to consolidated’ earnings before interest, taxes, deprec1at10n
and amortization, or EBITDA, for the precedmg four fiscal quarters, subject to various adjustments
stated in the senior loan agreement. These margins are adjusted both quarterly and each time CRA
borrows under the credit facility. Interest is payable monthly. A commitiment fee of 0.165% is payable
on the unused portion of the credit facility. Borrowings under the credit facnhty are secured by 100% of
the stock of certain of CRA's U.S. subsidiaries and by 65% of the stock of certain of CRAs forelgn
subsidiaries, amounting to net assets of apprommately $105 7 million as of November 25, 2006.

it

As of November 25, 2006, the Company was in compliance with the covenants under the senior ;
credit agreement. _ : Con

8. Employee Benefit Plans

The Company maintains qualified defined-contribution plans under Section 401(k) of the Internal
Revenué Code, covering substantially all U.S. émployees who meet Specifi ed age and service . -
reqmrements Company contributions are made at the discretion’ of the Company, and cannot exceed :
the maximum amount deductible under applicable provnsmns of the Internal Revenue Code. Company
contributions under these plans amount to approximately $3.5 million for fiscal 2006, $2.7 million for
fiscal 2005, and $1.9 million for fiscal 2004. . ‘

9, Leases

At November 25, 2006, the Company had t'he. following mininjum rent_al'comn_l_itmen-ts for office
space and equipment leases, all of which.are under non-cancelable operating leases (in thousands):

, Rental
Fiscal Year ’ Commitments
2007 . $13,279 .
2008 ... e e e e e 13,182
2009 ... AU e R e e . 12,018
2010 L e e 9,483
200 L e e EEREE 7,099
Thereafter. . . ........... e P . 27,880
S T $82,941
Future minimum rentals under sublease arrangements . ... ......... . (4,380)
‘ '$78,561
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**Certain office leases contain renewal options Wthh the Company may exercise at its discretion,
which were not included in the amounts above. Rent expense was apprommately $15:5 million in fiscal
2006, $14 .§ million-in flscal 2005, and $9.5 million in fiscal 2004, .

The Company is party to standby letters of credit with two financial institutions in support of the
minimum future lease payments, under leases for permanent office space amounting to $0 7 million as
of November 25, 2006 ’

l..‘-
3

10. Net Income Per Share

" Basic net income per share represents net income divided by the wetghted average shares of
common stock outstanding during the period. Diluted net income per share represents net income
divided by the weighted average shares of common stock and common stock equivalents outstanding
during the perlod Weighted average shares used in diluted net income per share include common stock
equwalents arising from stock options, unvested restricted stock, and shares underlying CRA's
debentures using the treasury stock method. Common stock equwalents arising from stock awards
include the effect of options and unvested restricted stock using the treasury stock method. Under the

" treasury stock method, the amount the Company will receive for the stock awards, the amount of
compensatlon cost for future servnce “that the Company has not yet recogmzed and the amount of tax
benefits that would be recordéd in additional paid-in capital when the award becomes deductible are
assumed to be used to repurchase shares at the average share price for. each fiscal perlod In fiscal
2004, there- were no shares underlying the debentures because the average stock price per share did not
exceed the $40 conversion price, as. further explained below. A reconciliation of basic to diluted
weighted average shares of common stock outstanding is as follows (in tnousands):

Fiscal Year
2006 2005 2004

Basic welghted average shares outstandmg ................... 11,418 10,526 10,016
- Common stock equivalents: ~ :
Stock options and restricted stock . . ... . ... e ' 527 679 504
Shares underlylng the debentures e e e 327 3 —
Diluted welghted average shares outstandlng ...... e : 12,272 11,564 10,520

Under EITF No. 04-08 “The Effect of Contingently. Convertible Debt on Diluted Earnings Per
Share”, which is effective for periods endmg after December 15, 2004, and EITF 90-19 “Convertible
Bonds with Issuer Option'to Settle for Cash upon Conversion”, because of CRA’s obligation to settle
the par value of the convertible debentures in cash, the Company is not required to include any shares
underlying the convertible debentures in its diluted weighted average shares outstanding until the
average stock price per share for the quarter exceeds the $40 conversion price and only to the extent of
the additional shares CRA may be required to issue in the event CRA’s conversion obligation. exceeds
the principal amount of the debentures converted. At such time, only the number of shares that would
be issuable (under the “treasury” method of accounting for share dilution) are included; which is based
upon the amount by which the average stock price exceeds the conversion price. For the first $1 per
share that CRA’s average stock price exceeds the $40 conversion price of the debentures, CRA will
include approximately 55,000 additional shares in CRA's diluted share count. For the second $1 per
share that CRA’s average stock price exceeds the' $40 conversion prlce ‘CRA will include approxnmately
52,000 additional shares, for a total of approximately 107,000 shares, in CRA’s diluted share count, and
so on, with the additional shares’ dilution falling for each $1 per share that'CRA's average stock price
exceeds $40 if the stock price rises further above $40 (see table, below). The average stock price for the
fiscal years ending November 25, 2006 and November 26, 2005, was approximately $47 and $48 per
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share, respectively; therefore, 327,000 and 359,000 shares underlying the debentures were included in

the diluted weighted average shares outstanding for the fiscal years ending November 25, 2006 and

November 26, 2005, respectively, under the treasury.stock method of accounting, as required by
EITF 90-19,

“TREASURY” METHOD OF ACCOUNTING FOR SHARE DILUTION

Conversion Price: " $40
Number of Underlying Shares: ‘ 2,250,000

Formula:  Number of extra dilutive shares created -
" = ((Stock Price — Conversion Prrce) Underlymg Shares)/
Stock Price
Condition: ~ Only applies when share prlce exceeds $40

. . lnclude in Per §1
Stock Conversion Price . Share Share
Price Price Difference Count Dilution
$40 $40 $0 0 0
$41 © 340 $1 .54,878 54,878
$42 $40 $2 107,143 53,571
$45 $40 $5 ' 250,000 50,000
$50 $40 $10 450,000 45,000,
$55 $40 $15 . - 613,636 . 40,909
$60 $40 $20 750,000 37,500
$65 $40 ' $25 865,385 34,615
$70 - $40 $30 ~ 964,286 32,143
375 $40 $35 1,050,000 30,000
$80 . $40 $40 - 1,125,000 : 28,125

Basic weighted average shares outstanding for the fifty-two weeks ended November 25, 2006 .
include the weighted average of common stock issued in connection:with.the BBG acquisition in
May 2006, as well as the repurchase of 242,949 shares by CRA. Basic weighted average' shares
outstanding for the fifty-two weeks ended November 26, 2005, include.the weighted average of the
710,000 shares sold by CRA and 138,187 options exercised related to. the public offering of CRA's
‘common stock in June 2005, as well as the werghted average of the common stock issued in connection
with' the ECL and Lee & Allen acquisitions in June and April 2005, respectwely

As part of the earnout provisions included in the BBG, ECL, Lee & Allen, and TCA acqulsltlon
agreements, the Company may settle a portion of its obligations through the issuance of its common
stock. Issuance of these shares is contingent based on certain provisions of the acquisition agreements.
All shares for which the necessary conditions underlying the earnout provisions have been met as of
November 25, 2006 are included in basic and dlluted weighted average shares outstanding as of the
point in time that the shares were issued.

Some of the Company’s share-based awards were excluded from the calculation of diluted earnings
per share because the number of assumed buyback shares under the .treasury stock method was greater
than the shares assumed issued, and therefore their inclusion would have been anti-dilutive. For the
years ended November 25, 2006, November 26, 2005, and November 27, 2004, the anti-dilutive share-
based awards were 409,052,.136,731, and 347,864, respectively. These share-based awards could be
dilutive in the future if, and to the extent that, the number of assumed buyback shares under the
treasury stock method is less than the shares assumed issued.
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11. Shareholders Equ:ty R

- Puiblic- Oﬁenng of Common Stocle In June: 2005, the Company completed a public offermg of
1,899, 227 shares of its’ common stock at a price of $53.75 per share. Of the 1,899, 227 shares sold,
710, 000 shares were-offered by CRA"and 1,189,227 came from .selling sharcholders. CRA received net
proceeds of apprommately $35:9 million; after déducting the underwrttrng discount-and estimated . -
offering expenses As part of the oﬂ’ermg, CRA received additional net proceeds of approxrmately
$2.6 million from the exercise of 138,187 options'by the selling shareholders: The net proceeds from
the offerlng are intended to be used for general corporate purposes, 1ncludmg workmg capital and
pOSSIblc acqulsmons of. and 1nvestments in complementary busmesses .

Issuances of Common Stock in Connecnon with Business Acqumnons The Company tssued
commion stock.in connection with-the: acquisitions of BBG, ECL, Lee & Alien, NECG, TCA and
InteCap. The: followmg is a summary of common stock. issued: in connectlon w1th busmess acquisitions
mcluclmg shares 1ssued pursuant to. earn -out arrangements . :

- ’ . s - . - g . Fiscal Year
CIssuance o 0T T e . . --2006 . 2005 2004 , -
' . B ' ) ) ., (in thousands,

T ‘ .- el ‘ except per share data) D
N Sh'ares. DA ‘ . e 119,371  147,876. 99,756
' A'rhount'..s"..' ......... UL R e . $.53%4 § 7616 § 4,039

The restncted shares 1ssued m connectlon with all of these acqutsltlons are fully vested and held in
escrow untrl the Sales restrlctrons placed on them have lapsed. :

-

Share-Basea' Compensanon 'In accordance with newly adopted SFAS No. 123R, approxtmately
$4.5 mtlhon of share-based compensatton expense was recorded in ftscal 2006 as an increase to-
'common stock: for share-based payment awards made to the Companys employees and directors, based
on the esttmated fair values of: stock opttons ‘and restricted stock awards’ vestlng durmg the period.

CRA ‘also_ recorded $149, 000 $10 000, and $31,000.for fiscal 2006, fiscal 2005, and fiscal 2004;
respectlvely, in stock: compensatton expense for options granted to external consultants The options
granted to external consultants- are ‘accounted for under variable accountlng in accordance with- SFAS
No. 123R and EITF 96- 18,Y‘Account1ng for Equity Instruments that are Issued to Other than-... * . ..
Employees (EITF 96-18) These costs'are being amortized over the related vesting pertod '

1

Common Stock Repurchases and Retirements. In July 2006, the Company announced that its Board
of Dtrectors authorizéd a multi-year stock repurchase program of up to a total of 500, 000 shares of its '
common stock: The prtmary purpose-of the repurchase plan will be to offset the dilutive impact of
stock options and restricted stock grants that have been or-may be granted to employees, independent
directors, ‘and-non-employee consultants. During fiscal 2006, the Company repurchased 242,949 shares .
of its common: stock at. an aggregate pnce of approxrmately $12.0 miilion. .

. In connectlon w1th the acquisition of thc consulting busitiess of Dr. Rausser in- ftscal 2000 thc
Company loanéd Dr. Raussei $4.5 million,' which. he used to purchase shares of the Company S
common stock. In March:2004, Dr. Rausser satisfied $2.5 million of the loan obligation by selling the
Company 73,531 shares of the Company’s common stock and paying the balance in cash. Dr. Rausser
satisfied the remaining $2.0 million plus accrued interest in November 2004 by selling the Company an
'adcllttonal 59,951 shares of CRA common stock. :

Durmg fiscal: 20(}4 the Company used approxrmateiy $20.0 million of the net proceeds from the .
convertlble debt offering to repurchase 622,200 shares of the Company’s common stock The Company

n

¥
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also repurchased an, additional 20,280 shares of its common stock durmg 2004 in exchange for notes
payable in connection with the stock restriction agreement (see below).

In 1998, the Company s Board. of Dlrectors authorized the Company to amend and restate an Exit
Agreement with’ certain’shareholders (as so amended and restated, the “Stock Restriction Agreement”).
The Stock Restriction Agreement prohibits each person who was a shareholder of the Company before
the closing of-the Initial. Public Offering (“Offering”’) from selling or otherwise transferring a-portion of
the shares of common stock held immediately before the Offering without the consent of the Board of
Directors of the Company for a specified period of time after the Offering. In addition, the Stock
Restriction Agreement allows.the Company volunitarily to repurchase a-portion of such shareholders’
shares of common stock at a substantial discount from market value should the shareholder leave CRA
during the restriction period (other than for death or retirement for dlsabrllty) with a larger discount if
.they were to compete with CRA "after their departure

Shares Granted in Exchange. for Notes Receivable. ‘In April 2004, in connection with CRA’s
acquisition of InteCap, cértain InteCap employees purchased an aggregate: of 87,316 shares of common
stock in exchange for full recourse, interest- bearing notes, maturing in June, 2007, totaling
approximately $2.9 million. The common stock is fully vested, non-forfeitable, and restricted from sale
for three years. These notes receivable, net of prlnCIpal payments received, are recorded as a reduction
to shareholders’ equity. .

In November 2004 in connection w1th a certam offer of employment the Company issued 14,899
shares of common stock in exchange for a full- recourse .interest-bearing note, totaling approximately
$0.5 million. The common stock is fully vested and restricted from sale for three years. The note
receivable, net of principal payments received, is recorded asa reductron to shareholders’ equity.

Exercise of Stock Options. During fiscal 2006 340 842 optlons were exercrsed for $9.6 million in
proceeds. During fiscal 2005, 460,004 options were exercised for $8.4 million in proceeds, including
- options exercised as part of the publrc offenng completed in June 2005. Durlng fiscal 2004, 320,604
options were exercised for $5.0 million 'of proceeds

Uneamed Stock Compensauon Unearned stock compensanon represents the cost associated with
the grant of stock options to external consultants. The options granted to external consultants are’
accounted for under variable accountmg in accordance with SFAS No. 123 and EITF 96-18 “Accounting
for Equity Instruments that are. Issued to Other than Employees” (EITF 96-18). These costs are being
amortized over the related vestmg penod Begmnmg in fiscal 2006 upon the adoption of SFAS 123R,
unearned stock compensatlon is no longer recorded.

Tax Beneﬁt on Stock Option Ererctses ‘Thé expected tax beneﬁt on stock option exercises of
$2.7 million, $4.9 million, and $1.9 million were recorded as-an increase to common stock in fiscal
2006, fiscal 2005, and fiscal 2004, respectively. -

. Minority Interest Equity Transactions. During fiscal 2005 ‘NeuCo issued additional shares to certain
NeuCo employees, and duiring fiscal 2004, NeuCo issued additional shares to a minority interest
shareholder in exchange for a note receivable..In: addition, certain NeuCo employées and directors
exercised stock options durmg flscal 2005 and fiscal 2004. These share transactions have been recorded
as adjustments to-capital.’

12. Share-Based Compensation

CRA utilizes the straight-line attribution method for recognizing share-based compensatlon
-expense under SFAS' No. 123R. CRA recorded $4.5 million’ of compensation expense in fiscal 2006 for
share-based payment awards' made to the Company’s employees and directors consisting of stock
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options and restricted stock awards issued based on the estimated fair values. Compensation expense,
net of tax, was $3.3 million in fiscal 2006 for share-based payment awards made to the. Company’s-
employees and directors consisting of stock options and restricted stock awards issued based on the T,
estimated fair.values. The impact of share based compensation expense on dlluted eammg per share
was $0 27 for fiscal year 2006. .

The welghted average fair market value using the Black Scholes optlon-prlcmg model of the
options granted was $16.14, $15.37, and $9.62 for fiscal years. 2006, 2005, and 2004, respectwely The -
fair market value of the stock options at the date of grant was estimated using the Black Scholes
optton pricing model with the followmg welghted average assumptions:

»

v e : :‘ '_ ) ) . Fiscal Year
| _— 30630 200
_ Risk- free interestrate ................. ... ... ... ... . A6% 39% 2.7%
Expected volatlllty e e e - 36% 35% 42%
Weighted average expected life (inyears) ...... ... ... ... _3.66 3m _2.'80_

Expected dividends .. .. . .. P o P T — =

The risk-free interest rate is- based on US. Treasury mterest rates whose term is consistent with
the expected life of the stock options. Expected volatility and expected life are-based on the Company’s
historical experience. Expected dividend yield was not considered in the option pricing formula since
CRA does not pay dividends and has no current plans to do so in the future. The forfeiture rate used
was based upon historical expenence As required by SFAS No. 123R, CRA will adjust the estimated -
forfeiture rate based upon actual experlence

CRA mamtams share-based compensatlon plans that use restricted stock stock options and an,
employee stock purchase plan to provide incentives 'to its directors, employees and independent -
contractors. At CRA’s annual meeting of shareholders held on April 21, 2006, its shareholders approved
the 2006 Equity Incentive Plan (the “2006 Incentive Plan”). The 2006 Incentive Plan authorizes the
grant of a variety of incentive and performance awards to its directors, émployees and independent
contractors, including incentive stock options, nonqualified stock options, restricted stock awards, .
restricted: stock unit awards, performance awards and other share-based awards. The maximum number
of shares of CRA's'common stock .iSsuable under the 2006 Incentive Plan is ‘equal to 1,158,333 shares,
which includes 658,333.shares that remained available for future. awards under the Company's 1998
Incentive-and Nongqualified Stock Option Plan (the “1998 Plan ”) as of April 21, 2006. This amount may
be increased by up to 341,667 shares to the extent that any stock optlons that have been issued under K
the 1998 Plan are forfeited or terminated after April 21, 2006. As of November 25, 2006, 121,087 .
shares of our common stock have been issued as restricted stock under the 2006 Incentive -Plan, optlons

to purchase 35,500 shares of our common stock have been issued 'under the 2006 Incentive Plan, and

967,818 shares of our common stock remain available for future issuance under the 2006:Incentive
Plan, .

In addmon CRA has agreed to adopt a policy that the maximum number of stock option and .
restricted stock awards that it will grant under the 2006 Incentive Plan during fiscal 2006 through fiscal
2008 will not exceed a three-year weighted average of 4.33%, based on the total number of shares of
common stock outstanding at the end of each of those three fiscal years. For purposes of this
calculation, grants made in connection with acquisitions will be excluded, and the -grant of restricted
stock awards will count as the grant of 1.8 shares of common stock for each share of common stock

. subject to the award.

Under the 1998 Plan 3,839,216 options to purchase shares have been granted. With the adoptmn
of the 2006 Incentive, Pian, no new options will be granted under the 1998 Plan. Under the terms of
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the 1998 Plan, options-have been granted at an exercise price equal to'the fair market-value of the’
shares of common stock at the date of grant. Vesting terms were determined at the discretion of the
Board ‘of Directors and generally range from immediate vesting to vesting at various rates up to flve
years In general, options terminate 10'years after the date of grant. : :

In-addition, under the Company’s 2004 Nonqualified Inducement Stock Optlon Plan, 359 420
options to purchase shares have been granted: With'the adoption of the 2006 Incentive Pldn, no new
options wﬂl be- granted under the 2004 Nonqualified Inducemént Stock Option Plan "

A summary of optlon ‘activity from all plans is as follows

Weighted Weighted Average -
* Avernge Remaining Aggregate

Exercise Contractual . Intrinsic
Options - . Price Term : Value

o : : ' - : ' ‘(in thousands)
Outstanding at November 26, 2005 . . . . . .. 2,127,514 $30.44 :
Fiscal 2006: -

Granted .................... S 58,000 - 44.52

Exercised .. ................. ... (340,842) 28.24 .

Forfelted ........................ - {82,854) 46,49 , :
Outstandmg at November 25, 2006 ....... 1,761,818 31.21 6.90 $37, 042
Options exercisable at November 25, 2006 . 1 134 925 $27.72 6.44 $27, 832

The aggregate intrinsic value of stock options exerased was approximately $6.7 million, '
$15.4 million, and $6 2 million. for flscal 2006 fiscal 2005, and fiscal 2004, respecuvely

Options Outstanding . . . Options Exefcisable .

Number +  Weighted-Average N Number
Qutstanding at Remaining Exercisable
: ' November 25, Contractual Life Weighted-Average at November 25, Welghted Average

Range of Exercise Prices N 2006." - (years) . . Exercise Price . . 2006° - Exercise Price
$888-1726............ 299876.° . 531. -  $1351 249,646 . - $13.41
$1745-2907............ 296,760. 490 - .. $21.82 - - 248,318° $21.61 |
$3163-3209.......... . 256,762 . 7.46 $32.07 ‘ 75,120 . 83205 |
$3226-3226............ 391,404 . 146 © $32.26- . 366,179 - $32.26
$34.05-5009............ 408,516 8.28 $43.98 151,162 " $40.93 :

$50.69-53.72. .. ... ... ... 108,500 . 827 = - $51.88 44500 - . $52.62

Total .................. 1,761,818 690 . $31.21 1,134,925 $27.72
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The following table summarizes the status of CRA's non-vested options since November 26, 2005:

" Non-vested Options

. Weighted-

Number of -"Average Fair
Shares Value
Non-vested at November 26, 2005 . .. e 1,015,652 $1206
Granted . . ........ P 58,000 17.55
VESIER « . oot e (384,889) 12.45
O B (61,870) - - 14.87
Non-vested at November 25, 2006 - . ... ... ..oooveueiienanee.., 626803 $1242

The total fair value of options vested was $4.8 million, $7.8 million, and $2.5 million for fiscal
2006, fiscal 2005, and fiscal 2004, respectively. As of November 25, 2006, there was $4.9 million of total
" unrecognized compensation cost related to non-vested stock options granted under the Plan. That cost
is expected to be recognized over-a weighted-average period of 1.1 years.

The following table summarizes the status of CRA's non- vested restricted stock awards since
November 26, 2005: ' :

Non-vested Restricted étock

Weighted-
Number of Average Fair
7 Shares Value
Non-vested at November 26, 2005 . . . . ... ... ... .. uurun.. —_ § —
Granted. . ... . e e e 121,087 49.84
Vested . ... . e (500) 50.45
Forfeited .. . . ... ... . i e (1,797) . 5045
Non-vested at November 25,2006 . .......... U 118,790 $49.83

In fiscal 2006, following the approval of the 2006 Equity Incentive Plan, CRA granted restricted
stock awards to its non-employee directors and certain employees, which were granted subject to the
-execution of a restricted stock.agreement. Generally, these shares will vest in four equal annual
mstallments beginning on the first anniversary of the date of grant, The compensation cost recognized
in connection with these shares was $0.8 million in fiscal year 2006, and total unrecognized
compensation cost related to restricted stock was $4.8 million, which is expected to be recognized over
a weighted-average period of 2.0 years.

SFAS No. 123R requires the actual benefits of tax deductions in excess of recognized
compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as
required under APB No. 25. This requirement reduces reported operating cash flows and increases
reported financing cash flows in periods after adoption. As a result, net financing cash flows included
approximately $1.4 million for the fifty-two weeks ended November 25, 2006, from the benefits of tax
deductions in excess of recognized compensation cost. Under prior accounting rules, this amount would
have been included in net operating cash flows. Total cash flow remains unchanged from what would
have been reported under prior accounting rules.

The Company has adopted the-1998 Employee Stock Purchase Plan. The Stock Purchase Plan
authorizes the issuance of up to an aggregate of 243,000 shares of common stock to participating
employees at a purchase price equal to 85% of fair market value on cither the first or the last day of
the one-year offering period under the Stock Purchase Plan. In fiscal 2006, 2005, and 2004 there were
no offering periods under the Stock Purchase Plan and no shares were issued.
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13. Business Segment and Geographic Information

CRA operates in one business segment, which is consulting services.. Revenue and long-lived assets

by geographic region, based on the physical location of the operation to which the revenues or the

assets relate, are as follows (in thousands):

Fiscal Year

22,748,

2 2005 ., 2004
(52 weeks) (52 weeks)~ _.(52 weeks)
Revenue; - .o y
United States . . . .. vt i e e e e $267,371 $238,998 $193,987 |
United Kingdom. . .......... ... .o iiiieian.. . 35557 .0 14,113
Australia ........ PN 13,218 14,158 2,958
O heT .. e e e e e 8,364 6,761 5,677 -
Total foreign .. ....ovviii e 82,523 - 56,476
$349,804 $295.474 $216,735

November 26, November 26, November 27,
2005 2004 °

2006 -

Long-lived assets (property and equipment, net): -
United States . ... ..., $20,802

United Kingdom . ..................cuon.. 2,612
Australia . ... ... .. e e e 1,094
Other ....... . ... . . i, 547
Total foreign ......... ... ... .. ... ... 4,253

$25,055

14. Income Taxes

The components of income before provision for income taxes, minority interest, equity method N

$22,044 $14,829
2,377 2,286
991 792

480 621
3,848 3,699
$25,892 $18,528

investment gain (loss), and cumulative effect of an accounting change are as follows:

Fiscal Year

2005 2004 -
(52 weeks) (52 weeks) (52 weeks)
(In thousands)
Income before provision for income taxes, minority interest,

equity method investment gain (loss), and cumulative

effect of an accounting change:

L0 $41,780  $34,994  $29,081

Foreign .. ... ... . i s 8,195 - 1,545

Total .. e e e oo $49,413

$43,189

$30,626
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The components of i income tax’expense (beneflt) have been recorded in the Company s financial -

- statements as follows

Fiscal Year

2006 2005 2004 -
(52 weeks) (52 weeks) (52 weeks)

" (In thousands) v

Income tax expense excludmg prowsnon for income taxes
# related o minority interest, equity method investment gain :
-"(loss), and cumulative effect of an accounting change .... $21,182 $18530  $13,947
Compensanon expense for tax purposes in excess of amounts - co -
recogmzed for financial reporting purposes charged '

dlrectly to common stock: . . . .. e e (2,683)  (4,936) ' (1,930)

4 -Increase in Other-Comprehensive Income associated with - e o
gy i ‘thé ‘deconsolidation of NeuCo . ............. e . 738 . — T
,‘f’-; Equlty method 1nvestrnent gain{loss) . ................ 370) © - - —
‘ ]*; Cumulatlve effect of an accountlng change. e SN (157 . -— =
. i; o -‘5__‘ S Co ? '$18,710  $13,594  $12,017

T ,The.:provision (credit) for income taxes consists of the following:

Fiscal Year
2006 2005 2004 -
{In thowsands) .

._.Ct'irrently payabie:

Federal . . ..o e o $11,837° $ 9,715, $ 9,289
“Foreign. ... ... .. ... .o R 2,960 1,787 . 385
CUSIAE . ke e 3432 3014 2791

$18,229 $14,516 $12,465

L Rederal L. e 2850 2426 1335
7 Foreign .. ... il et PP e (627) 1,111 - 230 .
S State. ... .. .. e e e A S 730. 477 . (83)

©$2953 $4014 $ 1,482

L - , $21,182° $18,530  $13,947

" A reconciliatiori of the Company’s tax rates with the federal statutory rate is as follows:

 -Fiscal Yea_r.
2006 2005 - 2004

" Federal :statutdry TALE . o vt et e e e e 35.0% 35.0% 35.0% -
_State income taxes, net of federal income tax benefit . ... ............ 55 53 - 57
'«Disalloweq executive compensation under Section 162(m) of the Internal - ' :
Revenue Code .- .ottt 1.8 03. —
e Losses not,beriefited (benefited) . . ...... ..., ... . ... .. ...... (0.3) 05 38
'Other.._.“.....l .......................................... 09 18 10

| 42.9% 42.9% 455%
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CRA INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contlnued)

Components of the Company’s deferred tax assets (liabilities) are as follows:

November 25, November 26,
2006 2005

(En thousands)

Deferred tax assets:

Accrued compensation and related expense . ............... $11,167 $10,794 | -

Tax basis in excess of financial basis of net accounts receivable . . 2,390 1,846 .. ’

Net operatmg loss carryforwards . ... ... ... ... L L. 3,816 © 4,494 -

Tax basis in excess of financial basis of mtanglble assets and ‘ ‘

fiXed as8etS . . . v e e e e e 4,902 5,544

Other .. ... e 427 587

Total gross deferred tax assets . .. .. ..o vr e ... . +22.702 23,265 : :
- Less: valuation allowance ... .............covureuin.... (1,749)  (1,134)
Total deferred tax assets net of valuation allowance . ........... 20,953 22,131 -

Deferred tax liabilities:

“Excess tax over book depréciation and amortizaiion .......... 3,468 3,035 Co _‘
Tax basis in excess of financial basis of debentures .. ... ...... 3,893 2,263 | C
Other ............ A 453 143 R
Total deferred tax liabilities ..................... SN 7,814 5441 T T n
Net deferred tax asset . . ... .oovvor v oot e e $13,139 $16 690 .

The net change in the total valuation allowance for the year ended November 25 2006 was an. __
increase of approximately $0.6 million. This net change was primarily a result of an increase in the
valuation allowances recorded against the acquired deferred tax assets reduced by the net realization of
foreign:operating losses. The net change in the total valuation allowance for the year ended .
November 26, 2005 was a decrease of approximately $0.9 million primarily. resulting from a reduction RN
of the valuation allowances recorded against the acquired deferred tax assets from the InteCap . .o .
acquisition, an increase in the valuation allowance recorded against the acquired deferred tax assets -~ e
from the ECL acquisition, and net of additional valuation allowances against foreign operating losses. .

A valuation allowance was recorded because management currently believes that after considering
the available evidénce that it is more likely than not that these assets will not be realized. The ultimate
realization of deferred tax assets is dependent upon the generation of future taxable income during the
periods-and in the tax jurisdictions in which those temporary differences become deductible. If.the
Company:is able to realize these assets'in the future, $1.4 million of the total valuation allowance
would be allocated to goodwill as it relates to acquisitions, and the remainder would be recogmzed,as a
reducnon to income tax expense. '

At November 25 2006, the Company has net operating loss carryforwards for federal and forelgn S
tax purposes of $8.2 million and $3.1 million, respectively. The federal net operating losses were S
incurred by InteCap prior to the acquisition. The federal net operating losses are subject to an ‘annual . -
limitation of approximately $3.4 million as a result of Internal' Revenue Code* SCCUOH 382."The federal
net operating losses will begin to expire in 2017. The foreign operating losses were mcurred by ECL o ‘
prior to the acqmsmon and have an indefinite expiration period. - - & el

The calculatmn of the Company’s tax liabilities involves dealing with uncertainties in_the-
application of complex tax regulations in several different tax _]Ul'lSdlCthl’lS The Company is penodlcally ‘ .
reviewed. by domestic and foreign tax authorities regarding the amount of taxes due. These reviews ", : .
include questions regarding the timing and amount of deductions and the allocation of income among
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

“various tax ]UI’ISdlCthIlS In evaluatmg the exposure associated with various filing positions, the

Company records estimated reserves for probable exposures. The total amount reserved was

. $1 8 mllllon at the ‘end of fiscal 2006 and fiscal 2005.

The American Jobs Creatlon Act of 2004 was signed into law in October 2004. This law provides
s US: multmatlonal corporations an 85% dividends received deduction for certain dividends from

. ) controlled ‘foreign corporations. No qualifying distributions were paid. The Company has undistributed

- ;'- _earnings from its foreign subsidiaries of approxmately $11.4 million as of November 25, 2006, and it

e T

plans to continue to reinvest its foreign earnings in its foreign operations. If the Company were to

* distribute its foreign earnings which are permanently reinvested, it would accrue additional tax expense
. of approxjmately $1.5 million.

15 Related -Party Transactions

The Company made payments to shareholders of the Company who performed consulting services
excluswely for the Company in the amounts of $8.1 million in fiscal 2006, $10.8 million in fiscal 2005,
-and $12.0 million in fiscal 2004, These payments.to exclusive non-employee experts are for consulting

e services‘ performed for CRA's clients in the ordinary course of business.

16 Commitments & Contlngenaes

" In connectlon with the BBG acquisition completed during fiscal 2006 the ECL and Lee & Allen

“acquisitions’ completed during fiscal 2005, and the NECG and TCA acquisitions completed in fiscal

o 2004, CRA: agreed to pay' additional consideration, in cash, and CRA common stock in certain of these

“acquisitions, contmgent on the achievement of certain performance targets by the respective acquired
businesses. CRA bélieves that it will have sufficient funds to satisfy any obligations related to the
contmgent consideration. CRA expects to fund these contingent cash payments if any, from existing
cash resources and cash: generated from operatlons

A "Quarterly Emanenal Data (Unaudlted)

1

.Quarter Ended

February 17, May 12, September 1, November 25,
2006 2006 2006

. . : . 2006
Wy : ) (12 weeks) (12 weeks) (16 weeks) (12 weeks)
T e (In thousands, except per share data)
S Révenues . ... ...l S $72,521  $84,046  $107,001 $86,326
T ors Gross Profitu oL 27,529 30,673 38793 31,557
Income -from’ operatnons ...... e e 9,450 10,631 14,988 12,882

Income before provision for income taxes, minority
» interest, equity method investment gain (loss), and '
cumulatwe effect of, accountmg change......... 9,718 . 10,888 15,430 13,377

~ Minority | ILEIESt oo ool oo 37 104 - . -
Equity. method mvestment gain (loss) net of tax ... — C— (496) (33
Cumulatwe effect of accountmg change, net of tax . . — — = - (398)
Net 1ncome fer e e S 5,644 6,746 8,716 6,339
' Basic net income per share . ...... e 0.50 0.60 .. 076 0.55
Diluted net.income per share ................. 0.47 0.55 .71 0.51
.Weighted average number of shares outstanding: ' ’ :

JBasic L. 11,263 11,328 ~ 11,529 11,514
- Diluted. . ..ot e 12,116 12,237 12,252 12,485

Ha—j’.,‘_ -
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Quarter Ended

February 18, May 13, September 2, - November 26,
2005 2005 2005 2005
(12 weeks) (12 weeks) . (16 weeks) (12 weeks)

(In thousands, except per share data)

REVENUES « - & v ettt e e e e e e e $61,724 $67,435 $92.515 $73, 800 '
Gross profit . . . . . e P ... 24812 27315 37622 31,001
Income from operations ...... e e e e 8,995 10,414 13,757 11,022
Income’ before prov151on for income taxes and | - '

mmorlty mterest ......................... 8,455 9,818 13,476 - 11,440
Minority interest . .............c.. ... 138 9 (132) (56)
Netincome ...........oooieniunneeiunne... 4,619 5489 7886 6,606
Basic net income per share ... ........ ... .. ... 0.46 0.55 073 - 039
Diluted net income pershare . ................ -0.43 0.49 0.66 0.55
Weighted average number of shares outstanding:. '

Basic ..... ... . 9,945 10,035 10,782 11,242

Diluted. . . .. e 10,795 11 236 . 12,010 12,050

The Company’s fiscal year is based. on 13 four-week blllmg cycles to clients:and, consequently, .
CRA has established quarters.that are divisible by four-week periods. As a result, the first, second; and
fourth quarters of each fiscal year are 12-week periods, and thethird quarter of each fiscal year is a
16-week period. Accordingly, period-to-period comparisons of CRA’s results of operanons are not
necessarily meanmgful if the periods being compared have dlfferent lengths

On May 23, 2006, CRA completed the acqmsmon of certain assets of BBG,'a Washmgton D. C -
based independent consulting firm focusing on transfer pricing services. The results of operanons have
been mcludecl in the accompanying statements of income- from the date of acquisition.

On ]une 16, 2005, CRA completed the acquisition of ECL, formerly known as Lexecon Lid, The
results of operations have been included in the accompanying statements of income from the date of
acquisition.

On April 27, 2005, CRA completed its acquisition of Lee & Allen. The results of operations have
been included in.the accompanying statements of income from the date of acquisition.

Net income for the quarter ended November 25, 2006 includes approximately $1 .0 million or $0.08
per basic and dilited share of income tax expense from the limitation on deducting certain executive
compensation in accordance with Section 162(m) of the Internal Revenue Code. In addition, as more
fully explained in Note 6 of our Consolidated Financial Statements, as a result of adopting FIN 47
related to asset retirement obligations, in the fiscal quarter ended November 25, 2006, CRA recorded a
$398,000, net of tax, or $0.03 per basic and diluted share charge as a cumulative effect of accounting
change.
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Exhibit 31.1

CERTIFICATION

I, James C. Burrows, President and Chlef Executive Officer of CRA International, Inc., certify that:
1. I have rev1ewed this annual report on Form 10-K of CRA International, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact
or.omit to state a material fact. necessary to make the.statements made, in light of the.circumstances
under.which such statements were made, not misleading with respect to the period covered by this
report; - - . - : t . .

- 3. Based on my k_nowledge the financial statements, and other financial information included ‘in
this report, fairly present in all material respects the financial condition, results of operatlons and cash
ﬂows of the registrant as of, and for, the.periods presented in this report -

4.© The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reportmg (as defined in Exchange Act Rules 13a- 15(f) and 15d-15(f)) for
the registrant and have:

a) "Designed such disclosure con‘trols and procedures, or caused such disclosure controls and
.. procedures to be designed under our supervision, to ensure that material information relating to
- .the registrant, including its consolidated subsidiaries, is made known to.us by others wrthm those
entities, particularly during the perlod in which this report is being prepared; .

b) Desrgned ‘such internal control over fmancral reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable assurance
‘regarding the reliability of financial reporting and the preparation of financial statements for -

: 'external purposes in accordance with generally accepted accountmg principles;

) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
_procedures, as of the end of the period covered by this report based on such evaluation;-and.

d) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to

_ materlally affect the registrant’s internal control over financial reporting; and

5. The regrstrant s other certifying officer and 1 have disclosed, based on our most recent:
evaluation of internal control.over financial reporting, to the registrant’s auditors and the audit
committee of the reglstrant s board of directors (or persons performing.the equivalent functions):

~a) Al 51gn1ﬁcant déficiencies and material weaknesses in the desrgn or’ operation of internal
“control over financial reporting which are reasonably likely to affect adversely the registrant’s
_ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who
have.a significant role in the registrant’s internal control over financial reporting.

Date: February 8, 2007 By: /s/ JAMES C. BURROWS

James C. Burrows
President and Chief_ Executive Officer




Exhibit 31.2

- CERTIFICATION

1, Wayne D. Mackie, Executive Vice President, Treasurer, and Chief Fmancral Officer of CRA,
International Inc., certify that: | ML

. 1. Ihave revrewed this annual report on Form 10 K of CRA International, Inc.;

2: - Based on. my knowledge, this report does not contain_any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances -
under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other fmanolal mformatlon included in
this report, fairly present in all material respects the financial- condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and. 15d-15(f)) for
the registrant and have:

a)} - Designed such dlsclosure controls and procedures, or caused such drsclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

-b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and: the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to affect adversely the registrant’s
. ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

Date: February 8, 2007 By: /s WAYNE D. MACKIE

Wayne D. Mackie
Executive Vice President, Treasurer,
and Chief Financial Officer




Exhibit 32.1

- 'CERTIFICATION PURSUANT TO -
' 18.US.C. 81350, .
. . AS.ADOPTED PURSUANT TO - T
SECTION 906 OF THE SARBANES-OXLEY Acr OF2002  ~ . ...

In connectlon wrth the Annual Report on Form 10- K of CRA Internatlonal Inc.: (the “Company”) I
“Report”), each of ‘the undersngned Presndent and Chlef Executwe Offlcer and Executrve Vice o -'?.' -
President,, Treasurer and Chief Financial Officer of the Company, certlfles to the best knowledge -and o
belief of the signatory, pursuant to 18 U.S.C. §1350; as- adopted pursuant to Sectlon 906 of the ' ‘.‘:7
Sarbanes Oxley Act- of 2002, that: .. Ly . L o

(1) The Report fully cornphes w1th the requu’ements ‘of Sectlon 13(a) or 15(d) of the Securltles -
: Exchange Act of 1934 and . . , .

(2) The mformatlon contamed in the Report falrly presents in all ‘material respects the f1nanc1al S
condmon and results of operattons of the Company L S : :

|'!‘.
P
FN

/s/ JAMES C BURROWS
: Presrdent ‘and. Chief Executlve Officer

sl WAYNED MACKIE A S

Executive Vice Presrdent Treasurer and Chief
Financial- Officer .4 .

'Date February 8 2007 )
. . - Date: February 8, 2007
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CRA INTERNATIONAL

Executive Officers

James C. Burrows
President, Chief Executive Officer

Frederick T. Baird
Executive Vice President and
Chief Corporate Development Officer

Gregory K. Bell
Executive Vice President and Head of Strategy and
Business Consulting Platform

Arnoid J. Lowenstein
Executive Vice Prasident and Chief Strategy. Officer

Wayne D. Mackie
Executive Vice President, Treasurer, and Chief Financial Officer

Paul A. Maleh
Executive Vice President and Head of Prance Platform

Monica G. Noether
Executive Vice President and Head of Litigation and
Appled Economics Platform

Board of Directors

Rowland T. Meriarty
Chairman of the Board, CRA, International

Franklin M. Fisher
" Retiring Vice Chaimrman of the Board
Professor Emeritus, Massachusetts Institute of Technology

James C. Burrows
President, Chief Executive Officer, CRA International

Basil L. Anderson
Retired Vice Chairman, Staples, Inc.

William F. Concannon
Vice Chaimnan of Globail Corporate Services,
CB Richard Bliis Group, Inc.

Ronald T. Maheu
Financial and Business Consultant

Nancy L. Rose
Professor of Economics,
Massachusetts Institute of Technology

Steven C. Salop
Professor of Economics and Law,
Georgetown University Law Center

Carl Shapiro

Transamerica Professor of Business Strategy,
Haas School of Business,

University of California, Berkeley

General Counsel

Jonathan D. Yellin
Vice President

Independent Registered Public
Accounting Firm

KPMG LLP

Transfer Agent

Computershare Trust Company, N.A.
P Q. Box 43078
Providence, RI 02940-3078

Outside Legal Counsel
Foley Hoag LLP
155 Seaport Bvd., Boston, MA 02210-2600

Stock Listing
NASDAQ Global Select Market Symbol; CRAI

Stock Price History by Quarter

Fiscal Year Ended )

November 25, 2006 High Low
Nov. 27, 2005 — Feb. 17, 2006 $51.80 $43.47
Feb. 18, 2006 — May 12, 2006 $52.77 $44.89
May 13, 2006 — Sep. 1, 2006 $49.00 $41.50
Sep. 2, 2006 — Nov. 25, 2006 $52.48 $44.11

The preceding table sots forth the high and low sales prices as reported on the
NASDAQ National Market or NASDAQ Global Salect Market, as applicable, from
November 27, 2005, 1o November 25, 2006. CRA had approximately 106 hoiders
of record of its common stock as of February 6, 2007, This nurber does not
include stockholders for whom shares were held in a "nominee” or “streat” name,
CRA has not paid cash diidends since its initial public offering and does not
anticipate paying any cash dividends in the forseeable future.

Shareholder Inquiries

For information on CRA’s common stock or for a free
copy of CRA's Annual Report to the SEC on Forrn 10-K,
please contact:

Investor Relations
CRA International, Inc.

200 Clarandon Strest, T-33
Boston, MA 02116-5092
Telephone: 617-425-3700
E-rmail; investor@crai.com
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Boston (Corporate Headquarters)
John Hancock Tower

200 Clarendon Street, T-33

Boston, MA 02116-5092

USA

Tel: 617-425-3000

Fax; 617-425-3132

Atlanta

909 Peachtree Street, NE
Suite 888 .
Atlanta, GA 30309

Usa

Tel: 404-921-0440

Fax: 404-815-0058

Bahrain

PO Box 20578

Ste 3302/3304

Almoayyed Tower

Al Seef, Kingdom of Bahrain
Tek: +973-17-563300

Fax: +873-17-564691

Brussels

Avenue Louise 480, Box 18
B-1050 Brussels

Belgium

Tel: +32-2-627-1400

Fax: +32-2-627-1444

Cambridge

50 Church Street
Fourth Floor
Cambridge, MA 02138
USA

Tel: 617-354-5304
Fax: 617-354-5882

Canberra

27 Jardine Street
Kingston ACT 2604
Australia

Tel: +61-2-6126-5000
Fax: +61-2-6232-6188

Chicage

101 North Wacker Drive, Suite 1600
Chicago, IL 60606-7301

USA

Tel: 312-357-1000

Fax: 312-357-1001

College Station
Gallena Tower, Suite 600
1716 Briarcrest Drive
Bryan, TX 77802-2759
USA

Tel: 979-691-0600

Fax: 979-691-0633

A INTERNATIONAL QFFICE LOCATIONS

Dallas

2911 Turtle Creek Bivd., Suite 300
Dallas, TX 75219

USA

Tel: 214-520-9500
Fax: 214-528-9923

Hong Kong

1902A Tower Two Lippe Centre
89 Queensway, Hong Kong
China

Tel: +852 2521 5501

Fax: +852 2621 6582

Houston

1600 Smith Strest
Suite 4900
Houston, TX 77002
USA

Tel: 713-332-0650
Fax: 713-332-0660

London

1 Undershaft

London, EC3A 8EE

UK

Tel: +44-20-7664-3700
Fax: +44-20-7664-3998

Orion House

5 Upper St Martin's Lane
London WC2H 9EA

UK

Tel: +44-20-7240-6740
Fax: +44-20-7240-6136

1 New Fetter Lane
London, EC4A 1AN

UK

Tel: +44-20-7353-5550
Fax: +44-20-7353-5343

Melbourne

Level 31, 570 Bourke Street
Marand House

Melbourne, Victoria 3000
Australia

Tel: +61-3-9606-2800
Fax: +61-3-8606-2899

New York

1155 Avenue of the Americas
18th Floor

New York, NY 10036

USA

Tek: 212-520-7100

Fax: 212-520-7101

Qakland

5335 College Avenue, Stite 26
Qakland, CA 94518-2804
USA

Tel: 510-595-2700

Fax: 510-595-2701

Palo Alto

285 Hamilton Avenue, Suite 300
Palo Alto, CA 84301-2539

USA

Tel: 650-847-2200

Fax: 650-325-2488

Pasadena

1055 East Colorado Boulevard,
Suite 420

Pasadena, CA 81106-2327
USA

Tel: 626-564-2000

Fax: 626-564-2099

Philadelphia

Ncble Plaza, Suite 210

801 Old York Road
Jenkintown, PA 19046-1611
USA

Tel: 215-576-870C

Fax: 215-576-8709

Salt Lake City

170 South Main Street, Suite 850
Salt Lake City, UT 84101-1660
USA

Tel: 801-536-1500

Fax: 801-536-1501

Sydney

Level 7-8, 107 Fitt Street
Sydney NSW 2000
Australia

Tel: +61-2-8233-4000
Fax: +61-2-9223-5187

Toronto

80 Bloor Street Wast, Suite 1501
Toranto, Ontaria M55 2V1
Canada

Tel: 418-413-4070

Fax: 416-923-0970

Washington, DC

1201 F Street, NW., Suite 700
Washington, D.C. 20004-1204
USA

Tel: 202-662-3800

Fax: 202-662-3910

Wellington

Level 11, Vodafone on the Quay
157 Lambton Quay, PO. Box 1123
Welington 6140

New Zealand

Tel: +64-4-473-5080

Fax: +64-4-473-5090
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